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STUDY OF AIR FORCE CONTRACT AF 33(038)-18503 
GENERAL MOTORS CORP., BUICK-OLDSMOBILE-PON- 
TIAC ASSEMBLY DIVISION 


MONDAY, JULY 22, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D.C. 


The subcommittee met at 10 a. m., Hon. F. Edward Hébert (chair- 

man of the subcommittee) presiding, with the following members 
resent: Mr. Hess, Mr. Gavin, Mr. Rivers, Mr. Cunningham, Mr. 
ates, Mr. Hardy, Mr. Osmers, and Mr. Miller. 

Mr. Hézert. The committee will be in order. 

Members of the committee, before proceeding this morning the 
Chair wishes to make a statement in connection with our meeting of 
last Saturday morning, and the subsequent developments. 

Because of the development of events which the committee is 
familiar with, Mr. Hurley’s not being prepared at the time, or not de- 
siring to comment on the matter that was put in the record at the 
direction of the committee, it was thought advisable that as far as 
the aircraft engine hearing is concerned it be suspended until next 
Monday, when we will pick up again, and then await the pleasure of 
Mr. Hurley before we called the Air Force witnesses in connection 
with the matter discussed. 

In the meantime, the subject matter of today’s hearing was set at 
the direction of the chairman of the full committee, and, with the 
approval of the members of the subcommittee, I desire to make this 
statement : 

This hearing will be a review with representatives of the General 
Accounting Office, headed by Lawrence J. Powers, the Director of the 
Division of Defense Accounting and Auditing, to discuss with us the 
findings made by the General Accounting Office on Air Force con- 
tract No. 33(038)-—18503, dated April 25, 1952, for the production of 
599 F-84 airplanes for the United States Government. 

We have fede directed by the chairman of the full committee to 
take this matter up immediately. It is of far reaching importance 
and bears close examination because of the subcommittee’s recent re- 
port on negotiated contracts and because of the pendency of H. R. 
8711, which would amend the Armed Services Procurement Act to 
correct many abuses in negotiated procedure. 

The matters which wil be raised this morning, as we understand 
from a short briefing, may well require immediate legislation, and, of 
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course, that would require prompt action on the part of the sub- 
committee. 


I shall not detail the matter further excepting to say that this was 
a contract performed by General Motors Corp., Buick-Oldsmobile- 
Pontiac assembly division, located at Kansas City, Kans. 

Now, Mr. Courtney, do you have your witnesses ? 

Mr. Courryey. Mr, Chairman, we have as witnesses this morning 
Mr. Lawrence J. Powers, who is Director of the Defense Auditing 
and Accounting Division of the General Accounting Office, sitting 
in the center of the group. On his right, Mr. W. A. Newman, Deputy 
Director. And to res extreme right, Mr. Stephen Haycock. Mr. 
Power’s left—Mr. James Hammond and Mr. David Lambert, of the 
General Acc ounting Office. Mr. Lambert, as you know, is legislative 


and liaison representative with the Congress, from the General Ac- 
counting Office. 

Mr. Chairman, as a part of the record, and without reading it, I 
should like to offer and have included the letter of transmittal from 
the Comptroller General of the United States to the chairman of the 
committee relating to this subject matter. 

(The letter is as follows :) 

JuLy 19, 1957. 
Hon. CARL VINSON, 
Chairman, Committee on Armed Services, 
House of Representatives. 

Dear Mr. CHAIRMAN: Herewith for the use of your committee is a copy of our 
report on review of Department of the Air Force contract AF 33 (038)-—18508 with 
General Motors Corp., Buick-Oldsmobile-Pontiac assembly division, Kansas 
City, Kans., for the manufacture of 599 F-S84F airplanes. Our examination was 
made pursuant to provisions of the Budget and Accounting Act, 1921 (31 U. S. C. 
53), the Accounting and Auditing Act of 1950 (31 U. S. C. 65), and the Armed 
Services Procurement Act of 1947, as amended by the act of October 31, 1951 
(41 U. S. C. 153 (c)). 

This report shows that the contractor realized a profit of $17,459,200 in excess 
of that contemplated in price-redetermination negotiations and that this addi- 
tional profit resulted in part from inadequate analysis and evaluation by the Air 
Force of the contractor’s pricing proposals. Our examination disclosed that 
the contractor’s proposals included overestimates totaling $8,322,000 which were 
not considered in negotiations. Recognition of these overestimates by the Air 
Force should have resulted in substantial savings to the Government. After 
completion of contract performance, the Air Force requested, on at least three 
occasions, General Motors Corp. to consider making a voluntary refund on this 
contract, but the contractor declined to make any refund or otherwise adjust 
the contract prices. 

Based on the information available to us, including comments dated June 18, 
1957, from General Motors Corp., there is serious question as to the legal 
validity of the negotiated prices. In order to resolve this matter, additional 
information was requested from the Secretary of the Air Force on July 8, 1957. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


Mr. Courtney. And the answer of the chairman of the full com- 
mittee, and of the chairman of the subcommittee, to the letter of 
transmittal. 

(The letters are as follows:) 


Juny 19, 1957. 
Hon. JosEPH CAMPBELL, 
Comptroller General of the United States, 
Washington, D. C. 
Dear Mr. CoMPTROLLER GENERAL: I have just read your letter of July 19, 1957, 
No. B—125054, with which you transmitted a report and review made by the 
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General Accounting Office of Air Force contract No. 33(038)-18503 between 
General Motors Corp. and the Government. 

I congratulate you on the magnificent job which your staff has performed in 
pringing these facts to light and presenting them for the information of the 
Congress. 

I am today referring the matter to the Special Investigations Subcommittee 
of this committee, which is authorized under House Resolution 67 to examine 
into matters of this sort. You will hear immediately from the chairman of 
that subcommittee. 

Sincerely yours, 
Cart VINSON, Chairman. 


JULY 19, 1957. 
Hon. JosePH CAMPBELL, 
Comptroller General of the United States, 
Washington, D. C. 

Deak Mr. CoMPTROLLER GENERAL: Hon. Carl Vinson, chairman of the Armed 
Services Committee, has handed to me and I have reviewed your letter of this 
date, No. B-125054, with which you transmitted your report to the Congress on 
Air Force contract 33 (038)-—18503. 

I believe this is a matter of transcendent importance. Accordingly, I have 
set the matter for hearing before this subcommittee on Monday, July 22, 1957, 
at 10 o’clock. You realize, of course, that the subcommittee is now tn considera- 
tion of a pending matter, but I believe that its work will have been completed 
on or before 10 o’clock. In any event, I trust it will be convenient to have your 
staff available to discuss this matter with the subcommittee at that time. 

This is a matter which requires prompt and definitive action. I am very much 
impressed with the thoroughness of the report and the complete detail which 
has been presented, and I feel that the subcommittee must be fully acquainted 
with it at the earliest opportunity so that proper action may be taken in the 


premises. 
Sincerely yours, 
F. Epwarp H&sert, Chairman. 

Mr. Courrnry. Mr. Chairman, Mr. Powers has a prepared and 
written report. I would ask that he be permitted to proceed in order. 

Mr. Heserr. Mr. Powers, present your statement in your own 
order. And I will ask the cooperation of the members of the com- 
mittee that they allow you to finish your statement before they begin 
their examination. 

Mr. Courrney. A portion of the figures which may be detailed 
and repeated, at least the more important ones, are on the board, and 
reference will occasionally be made to the figures on the board as well 
as in the printed document. 

Mr. Heesrrr. All right, Mr. Powers. 


TESTIMONY OF LAWRENCE J. POWERS, DIRECTOR OF DEFENSE 
AUDITING AND ACCOUNTING DIVISION, GENERAL ACCOUNTING 
OFFICE, ACCOMPANIED BY W. A. NEWMAN, DEPUTY DIRECTOR, 
STEPHEN HAYCOCK, JAMES HAMMOND, AND DAVID LAMBERT 


Mr. Powers. Mr. Chairman and members of the Subcommittee 
on Special Investigations of the Committee on Armed Services, we 
appreciate the opportunity to appear before your subcommittee to 
explain at your request our report to the Congress of the United 
States, dated July 19, 1957, on review of Department of Air Force 
contract AF 33 (038)-—18503, with the General Motors Corp. 

We have examined the negotiation of the prices under Department 
of the Air Force contract AF 33(038)-18503, dated April 25, 1952 


diay 








2558 STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 


which was awarded to the General Motors Corp., Buick-Olds-Pontiac 
assembly division, Kansas City, Kans., by the He: adquarters Air Ma- 
teriel Command, Wright- Patterson Air Force Base, Ohio. Our ex- 
amination was made pursuant to provisions of the Budget and Ac- 
counting Act, 1921 7 U.S. C. 53), the Accounting and Auditing 
Act of 1950 (31 U.S. C. 65), and the Armed - vices Procurement 
Act of 1947, as ey by the act of October 31, 1951 (41 U.S. C. 
153 (c)). 

Contract AF 33(038)-—18503 was for the manufacture of 599 F-S84F 
airplanes, plus related spare parts, and was a negotiated fixed-price 
contract with a price-redetermination clause which provided for an 
initial mandatory redetermination of prices to be applied retroactively 
and prospectively upon acceptance of the 71st cain and a second 
mandatory repricing to be applied prospectively upon acceptance of 
the 299th airplane. The contract did not place a limit on the amount 
of upward or downward price revision. The contract provided also 
for optional repricings for undelivered airplanes after acceptance of 
the 71st airplane at intervals of not less than 90 days on demand of 
either party, but this option was not exercised by either party. 

The mandatory price redeterminations, which resulted in establish- 
ing a final price of $375,848,000, were conducted in September 1954 
and March 1955. 'The contract was substantially completed in May 
1955. In the retroactive pricing of the first 71 airplanes, the con- 
tractor was reimbursed his costs plus a profit of 5.9 percent on cost. 
We consider the negotiated price of that segment to be reasonable in 
relation to the minimum risk involved. The remaining comments in 
our report apply prim: arily to the negotiation of prospective prices 
for the second segment. cf 228 planes and the third segment of 300 
planes. 

Our findings and conclusions were presented to the Air Force and 
General Motors Corp. in the form of draft reports, and the comments 
received from those parties have been recognized in our report, and 
included as appendixes A, B, and C. 

Summary: The financial results experienced by the contractor on 
the forward portion of the contract and spare parts, compared with 
those contemplated in negotiations, are summarized below: 

Contract price established in redetermination____..__.._.________ $208, 998, 000 
The contractor’s experienced costs lated tis octets 170, O67, 500 


iad cai elcid cians 32, 940, 000 
athens ET 


The contractor’s experienced profi 
Profit contempiated_- 





Experienced profit in excess of contemplated profit___._____ ‘17, 459, 200 
Selected data with respect to prices negotiated and profits realized, 
Mr. Chairman, is contained in a tabulation on page 3 of our report. 
With your permission, I would like to insert that tabulation into the 
record. 

Mr. Héserr. Without objection. 

Mr. Powers. It is my understanding that this summary on the 
blackboard is the same as the tabulation appearing on page 3 in our 
report. 

Mr. Courrney. It is, Mr. Chairman, with the exception of the 
explanatory notes which Mr. Powers will give in the course of his 
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remarks. The first series of lines, before the broken line, is the table 
referred to on page 3. 

Mr. Héserr. It will be made a part of the record. 

(The table is as follows :) 


{In millions] 














' 
Prospective pricing Retro- 
Spare active 
| parts | Subtotal pricing, 71) Total 
228 air- | 300 air- airplanes 
planes planes | 
| |} | |} c_i c_qc— 
Final contract prices negotiated __. $95. 8 1 $82.6 $30. 6 $209. 0 $166. Pi. $875. y 
Costs proposed by contractor... : 93. 5 81.1 28.4 208.6 foneusss- Rateanteneans 
Reduction in proposed costs at negotia- | 
BESS hoits da paenesaewe sara eneneeunindy 4.8 |, 9.4 @) eee 
———————————— EEE oe cenemnnmeemmnmentsiats estastianttaanenianene 
Costs contemplated in final price - -- 88.7 76. 5 28. 4 193. 6 @) am ==--= 
Actual costs experienced... -...........-.-- 79.9 69.5 26.7 176.1 157.6 333. 7 


Actual costs below those contem- 











Oe Re ee eee 8.8 7.0 1.7 17.5 rt) caine 

Profit contemplated in final price 3_._- 7.1 6.1 2.2 15.4 (?) | 5 
Actual profit__.. Feed 15.9 13.1 3.9 32.9 9 3 42.2 
Percent of profit to costs_._.___- 19.9 18.9 14.6 18. 7 5.9 | 12. 65 





! Includes $1,240,500 to cover engineering changes for which the related costs were not segregated from 
airplane costs, ; 

We were unable to determine from the record of negotiations the contemplated costs and profit compris- 
ing the price negotiated for the retroactive portion of the contract. 

8 According to the record of negotiations, a profit rate of 8 percent was agreed upon at the time this contract 
was placed. The contractor’s price proposals, as well as the final prices negotiated, included a profit factor 
of 8 percent or less. The contractor’s letter to AMC dated Apr. 25, 1951, set forth General Motors’ agree- 
ment to apply in contract bids on F-84F airplanes a profit rate of 8 percent of costs and further indicated 
that all contract bids would be subject to redetermination and General Motors would benefit to the extent 
that savings are accomplished through good performance. (See appendix C, exhibit A.) 


Mr. Powers. In response to our request for comments on the final 
draft of this report, General Motors Corp.’s reply, dated June 18, 
1957, stated that the absence of a demand by either party under the 
repricing option of the contract indicated reasonableness of the prices 
negotiated. Contractor’s comment on this is contained on page 31 of 
appendix C to our report. 

We do not agree with this assumption. From the absence of a de- 
mand for repricing by General Motors, it is reasonable to assume that 
the contractor was satisfied with the prices, but the absence of a de- 
mand by the agency does not mean that the Air Force considered the 
prices to be reasonable, since the Air Force was not in a position to 
compare the contract prices with the contractor’s continuing cost ex- 
perience. The cost data furnished by the contractor to AMC was not 
adequate for ascertaining the desirability of exercising price revision 
options nor did the cost data furnished conform with provisions of the 
contract. 

From the tabulation that I have referred to previously and as shown 
on the blackboard, it can be seen that the Air Force reduced the esti- 
mated costs proposed by the contractor for the forward portion of the 
contract by $9.4 million. The contractor, in his comments dated May 
3, 1956, as shown in appendix B of our report, and in his later com- 
ments dated June 18, 1957, attempted to minimize the significance of 
our findings by maintaining that our observations were applicable 
only to the original price proposed by the contractor and that the 
items totaling $8,322,000 which we questioned in the contractor’s pro- 
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posal were more than offset by the $9.4 million. In our examination, 
full recognition was given to the $9.4 million reduction made in nego- 
tiations and reflected in the negotiated price. However, our findings, 
which are summarized below and discussed in detail hereafter, showed 
that substantial price reductions in addition to the $9.4 million should 
have been attained. 

They are as follows: 


Known reductions in subcontractor’s prices_.__...............---- $1, 700, 000 
Ee ee acces icin Rid hence nice tema 842, 000 
Manufacturing overhead estimate._.....---..-.-.-___--________-- 4, 500, 000 
General and administrative overhead estimate__..._.._..___________ 355, 000 
aie li cvs lirica ih ib iaetila thereat secbnns salinisa tense biuibaaiasadite 7, 397, 000 
BR I, sic pice cae eas pcnlinins cascada ed a ieee laa 592, 000 
hihi ica ca alates tcl tines ccglaaiin alms 7, 989, 000 
mévinion of prices for GUAPO DAP aicik on ee ee tk 333, 000 
PU secs sacties ec Rec a ac cheat lcgdnse fica 8, 322, 000 


Known reductions in subcontractor’s prices 

First, in dealing with the known reductions in the subcontractor’s 
prices, the contractor’s actual costs of materials purchased from out- 
side suppliers for the second segment covering 228 airplanes were 
approximately $4,350,000 lower than the estimated costs of such ma- 
terials included in his price proposal. Of this total reduction in 
material costs, about $1,700,000 was known to the contractor prior to 
the date of his price proposal for the first forward price redetermina- 
tion but was not recognized in that proposal, which stated that : 

The unit prices shown for materials purchased from outside suppliers are firm 
and are supported by purchase orders. 

No exception was taken in negotiations to the contractor’s estimate 
for materials purchased from outside suppliers. 

An example of the known price reductions making up the overstate- 
ment of $1,700,000 is the reduction in the price of an assembly pur- 
chased from Vendo, Inc., which was shown in the contractor’s proposal 
at a unit cost of $1,507 for 228 units. However, this price applied to 
only the first 68 assemblies and the remaining 160 lott 3 0 were 
priced at approximately $400 per unit, a total reduction of $177,000. 
Although the supplier and the contractor had redetermined the price 
of this assembly prior to the submission by the contractor of his 
proposal, the reduction in price was not recognized in the proposal. 

Since the contractor had firm agreements with subcontractors at 
prices lower than those represented as his anticipated material costs, 
the use of only the higher prices constituted an incorrect statement of 
the prices to be paid for purchased parts. This statement was sub- 
mitted as a part of the cost data to be considered and acted upon by 
the Government in negotiating revised prices and worked to the 
benefit of the contractor and to the detriment of the Government. The 
incorrect statement and the contractor’s excessive estimates of these 
and other costs in the price negotiations have resulted, in our opinion, 
in unreasonably high prices being paid by the Government. 

In commenting on our observations, the contractor furnished us 
with a copy of a letter to AMC dated October 25, 1956—see appendix 
C, exhibit D, page 43, of our report—in which General Motors ac- 
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knowledged that, in some cases, for the second segment of 228 planes 
they had firm prices for components applicable to a portion of the 
planes and lower prices for the components for use on the remainder 
of the planes of that segment. General Motors stated that in such 
cases they generally used the highest prices in their proposal for the 
entire segment rather than the average or actual prices. The reasons 
given by General Motors were: (1) To protect the corporation in the 
event the Air Force terminated the contract or requested a further 
price redetermination during the second segment of the contract; and 
(2) to provide for the possibility, in proper circumstances, of granting 
suppliers upward adjustments of firm prices of materials. 

We believe that the contractor was adequately protected in the 
event of termination by the contract’s termination provisions and that 
in any additional price-redetermination negotiations the contractor’s 
experienced costs of materials would receive due consideration. 
Therefore, in our opinion, the possibility of termination or additional 
price redetermination taking place did not warrant the contractor’s 
overstatement of estimated material costs. With respect to increase 
in suppliers’ firm prices, we believe that suppliers, as well as prime 
contractors, should generally be expected to live within firm prices 
agreed upon, and therefore the prime contractor’s estimates of the cost 
of materials should have been based on known firm prices, with any 
significant deviations therefrom in the contractor’s price proposal 
clearly set forth for consideration by Air Force negotiators. 

In April 1956 we brought our findings, including the known reduc- 
tions of $1,700,000 in subcontractors’ prices, to the attention of AMC 
and General Motors. At a meeting on September 26, 1956, attended by 
the Deputy Director for Procurement, Directorate of Procurement 
and Production, Headquarters AMC, and the controller, General 
Motors Corp., it was suggested that General Motors consider, as a 
matter of principle, a refund of $1,700,000 to the Air Force. In re- 
jecting this suggestion, General Motors cited a number of reasons why, 
in their opinion, there was no basis for any misunderstanding of the 
facts on the part of any of the parties participating in the nage 
redetermination negotiations. I refer you to appendix C, exhibit D, 
of our report. 

Based on the information available to us, including General Motors’ 
comments dated June 18, 1957, on our draft report, there is serious 
question as to the legal validity of the negotiated prices. In order to 
resolve this matter, additional information has been requested by the 
Comptroller General of the United States from the Secretary of the 
Air Force by letter dated July 8, 1957. This letter is contained as 
appendix D in our report, Mr. Chairman. 

With respect to the second element, of direct labor estimates, ade- 
quate evaluation of the contractor’s direct labor estimate for the first 
forward price-redetermination period could have resulted in a reduc- 
tion of approximately $842,000 in the contractor’s projection of direct 
labor. 

The contractor estimated that 24,697 direct-labor hours would be 
required for each of the 228 airplanes from No. 72 through 299. On 
the basis of independent calculations, AMC accepted this estimate as 
being fairly accurate, but reduced it by 1,500 hours per airplane. We 
understand that this change was made to reflect efficiencies anticipated 
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on work brought into the plant which previously had been performed 
by another division of General Motors. 

Our review of statistical data prepared by the contractor from ex- 
perienced costs of the first 71 airplanes produced under the contract, 
and projected forward, disclosed a clerical error in the original esti- 
mate of 1,600 hours per airplane. The difference amounted to an 
overstatement of direct labor costs of $736,000. The contractor’s 
direct labor estimate was overstated also by an additional $106,000, the 
difference between the amount of direct-labor inventory in process 
included in the proposal and the amount of such labor as shown by the 
contractor’s records. Consequently, the cost information used in the 
negotiations did not conform to the contractor’s actual experience. 

Although the Air Force reduced the contractor’s direct labor pro- 
jections by 1,500 hours, this reduction was apparently made to reflect 
anticipated efficiencies and not to correct errors in the contractor’s 
proposals. We believe that, if the contracting officials had been 
aware of the errors in the contractor’s proposal, they would have 
applied to the corrected estimate an adjustment for anticipated 
efficiency, thereby obtaining further price reductions. That such an 
adjustment would have been appropriate appears to be demonstrated 
by the fact that actual direct labor for this phase of the contract was 
about 19,700 hours per airplane compared with the 23,000 hours 
accepted by the Air Force in negotiations. 

The contractor has stated that the projected hours were the results 
of the best thinking of management based on facts available at the 
time the forecast was made. However, he agreed that the direct- 
labor hours’ projection was overstated, through a clerical error, to the 
extent of 1,006 hours per airplane. This amounts to an overstate- 
ment of about $461,000 compared with the $736,000 which we esti- 
mated. The contractor agreed, also, that the direct labor in process 
appears to have been overvalued and stated that the cause is un- 
determined. I refer you to appendixes B and C of our report. 

The Air Force informed us that— 

* * * while the negotiators did review the contractor’s presentation in some 
detail, the hours used in developing the revised price resulted from independent 
analyses and studies by the negotiators utilizing industry man-hour averages 
and the experience of other contractors on like airplanes. Therefore, while the 
contractor’s presentation was in error, the error was not reflected in the hours 
computed by the negotiators. 

We believe that use of data unrelated to experience of the contrac- 
tor on the contract being repriced is not a sufficient guide to the rea- 
sonableness of the price being negotiated and should not be sub- 
stituted for review and analysis of the contractor’s own experience. 
Further, it seems clear that, when a contract provides for price re- 
vision on the basis of cost experience, the contract-pricing technique 
should be tied primarily to the experience of the contractor involved 
rather than to the costs of other producers. 

In our opinion, contractors’ labor projections included in pricing 
proposals should be adequately analyzed and evaluated by contracting 
officials in order to correct errors such as those indicated above and 
to determine the reliability of labor trend projections used in estab- 
lishing contract prices. 

With respect to the third element, which constitutes the manu- 
facturing overhead estimate: A thorough analysis and evaluation of 
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experienced cost data could have resulted in a reduction of the con- 
tractor’s estimated manufacturing overhead by approximately $15,000 
per airplane or a total of $4,500,000. 

The contractor’s revised proposal for the final 300 airplanes to be 
produced under the contract included $69,000 per unit for manufac- 
turing overhead, which was reduced in negotiations to $66,500 per 
unit. However, overhead cost data available at the time the con- 
tractor submitted his proposal indicated that, immediately prior to 
the redetermination point, 76 airplanes had been produced at an 
average manufacturing overhead cost of $59,000 per airplane and that 
the average unit cost of the last 26 airplanes of that group had 
decreased to $53,400. The average cost per airplane could have been 


‘expected to continue decreasing over the runout portion of the con- 


tract until phase-out conditions arose on the last few airplanes. Such 
a decrease actually did occur, and the average manufacturing over- 
head costs for the runout portion of the contract totaled $48,000 per 
airplane. This was about $6,300,000 less than the manufacturing 
overhead included in the contractor’s proposal and about $5,550,000 
less than the amount included in the price negotiated. 

In commenting on the manufacturing overhead used in his pro- 
posal, the contractor, in a letter dated May 3, 1956— see appendix B 
in our report—stated : 


It is not agreed that our experience on the last 76 airplanes of the second 
segment would have been a basis for forecasting the burden expenditures for 
the 300 airplanes, for the reason that it did not give effect to phasing out the 
program. 

This reply by the contractor does not evidence consideration of the 
substantial efficiencies which should have been anticipated in produc- 
tion of the last 300 airplanes and that phase-out conditions would 
arise only on the last few airplanes. Further, in estimating the over- 
statement of manufacturing overhead, we took into consideration 
anticipated phase-out costs estimated by the contractor. 

In comments furnished to us on June 18, 1957—see appendix C, 
page 35, of our report—the contractor included data on the amounts 
of manufacturing overhead incurred monthly and the number of 
planes delivered monthly during the period July 1953 through Feb- 
ruary 1955 to show that overhead was constant in the face of fluctu- 
ating deliveries. Since manufacturing overhead was applied by the 
contractor on the basis of production, not on deliveries, there is no 
direct relationship between overhead incurred and the number of 
planes delivered. Therefore, this data does not furnish a sound basis 
for evaluation of the reasonableness of the contractor’s proposed 
overhead. 

We believe that (1) the overhead cost included in the price negoti- 
ated was unreasonably high in view of the lower overhead cost ex- 
perienced on prior production and in view of the prevailing cost 
trends available at the time of negotiations and (2) analysis of the 
contractor’s experienced and projected manufacturing overhead would 
have made evident the contractor’s failure to fully recognize in his 
proposal the declining cost trends. 

With respect to the fourth or general and administrative expense 
estimate: Analysis of the contractor’s experienced general and admin- 
istrative expense showed that the amount negotiated exceeded by 
$555,000 the amount which could have been reasonably anticipated. 
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We found that the contractor’s experienced general and administra- 
tive expense for the 6-month period preceding submission of the 
contractor’s price proposal averaged $149,300 a month. We projected 
this average over the remaining 514 months of the contract, in ac- 
cordance with the delivery schedule agreed upon by the contractor 
and the Air Materiel Command, and included, in addition, $150,000 
for phase-out costs. On this basis our estimate of general and ad- 
ministrative expense for the runout portion of the contract totaled 
$970,000 compared to the negotiated amount of $1,325,000. The gen- 
eral and administrative expense actually incurred for the runout por- 
tion of the contract was $557,000, or $768,000 less than the amount 
included in the negotiated price. 

In commenting on our opinion that general and administrative 
expense could have been projected on a more reasonable basis, the 
contractor stated: 

At the time of price reset on this last segment, there were many phase-out 
items of cost that we could foresee as factors influencing our third segment man- 
ufacturing and general and administrative costs, and we included them as we 
saw them as of that date. This method of pricing may appear to give little 
consideration to burden rates and past trends; however, we believe that each 
of these items was given due consideration in estimating the expenditure 
necessary to complete the contract, as conditions then appeared. 

These comments are included in appendix B of our report. 

We believe that contractors’ cost projections should be based on 
recent cost experience as projected over the anticipated period of 
performance of the contract and that any other factors influencing 
the projections should be clearly set forth in the proposals and 
thoroughly evaluated for use in negotiations. 

Spare parts for mutual defense assistance program 

The price for spare parts to be delivered under the contract for the 
mutual defense assistance program (MDAP) was revised on the basis 
of cost experience through the delivery of the 210th airplane rather 
than through delivery of the 299th airplane as provided by the con- 
tract. Costs experienced through the date of delivery of the 299th 
airplane would have provided a basis for establishing a contract price 
about $333,000 less than the amount negotiated. 

For purposes of establishing a price for spare parts to be delivered 
after the acceptance of the 299th airplane, the contractor submitted 
a price-revision proposal which included experienced cost for spare 
parts delivered through the acceptance of the 210th airplane, when 
only 10 percent of the spare parts had been delivered. The prices 
for undelivered spare parts were adjusted in negotiations on the basis 
of this proposal even though cost experience through delivery of the 
299th airplane was available at the time of the negotiations. The 
contractor proposed a price reduction in spare-parts prices of $825,000, 
and an additional reduction of $25,000 was agreed upon in negotia- 
tions. Lf costs experienced through the delivery of the 299th airplane 
had been used as provided by the contract, at which time 25 percent 
of the spare parts had been delivered, there would have been a rea- 
sonable basis for a further reduction at negotiations of about $333,000. 

The contractor stated, as contained in appendixes B and C of our 
report, that the cost of each spare part remaining unshipped at de- 
livery of the 210th airplane was reestimated and that the cost state- 
ment played a very small part in the negotiation of the agreed-upon 
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price for MDAP spares. The contractor further stated that the cost 
statement relative to MDAP spares was submitted after delivery of 
the 210th airplane in accordance with a mutual arrangement between 
representatives of AMC and General Motors, and the contractor did 
not agree in principle that, if the price had been reset on the basis 
of the 299th plane, they would have had more sound support than 
they actually used. 

We believe that the contractor’s proposal did not include sufficient 
cost experience to provide a satisfactory basis for establishing revised 
prices for undelivered spare parts and that the Air Force should not, 
therefore, have entered into an arrangement with the contractor to 
use earlier cost data than was provided for by the terms of the 
contract. 

With reference to the statement by the contractor that the cost 
statement played a very small part in the negotiation of a price for 
spare parts, we believe that costs experienced are an important factor 
in estimating costs of future production of similar items and should 
be given full consideration in establishing contract prices. 
Administrative audit 

The contracting officer requested the auditor general's: office to 
submit an advisory audit report for use in price-redetermination 
negotiations under the contract. The Air Force auditors reviewed 
incurred costs and the contractor’s basis for allocation of costs be- 
tween commercial and defense work. The Air Force auditors also 
compared incurred costs with the contractor’s proposals, but a review 
and evaluation was not made of the projected portions of the con- 
tractor’s pricing proposals. 

Our findings in this case show that a review by audit personnel 
of the accounting techniques used by the contractor in preparing 
forward-pricing estimates would have developed important informa- 
tion for use in negotiation of prices. Examples of areas where audit 
personnel could have been of particular assistance to Air Force con- 
tracting officials are the review of priced bills of materials, labor 
statistics, and overhead cost trends and forecasts which were used 
as a basis for estimates contained in the contractor’s proposal. 

We believe that agency auditors, by virtue of their professional 
training and the intimate knowledge developed in their examination 
of experienced cost and other operating data, should be in a position 
to give contracting officials valuable information concerning con- 
tractors’ projected costs. Since existing procurement instructions 
did not provide for review by administrative auditors of contractors’ 
cost projections, we recommended to the Air Force that these in- 
structions be revised to provide for the Air Force auditors to review 
contractors’ projected costs and that advisory audit reports include 
the auditors’ opinions as to the reasonableness of such projections. 
We recommended, also, that steps be taken to assure that both con- 
tracting and auditing personnel recognize the importance and value 
of agency auditors’ evaluations of contractors’ cost projections. 

In response, we were informed by the Assistant Secretary of the 
Air Force (Materiel) that the Air Force feels that agency auditors 
should make recommendations concerning the accuracy and reli- 
ability of contractors’ cost representations. 


The Assistant Secretary 
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further stated that the Air Force had a major share in developing 
part 8, section III, armed services procurement regulation (ASPR), 
issued February 1, 1957, subject, Price Negotiation Policies and 
Techniques, which provides in paragraph 3-809 that audit reports 
for either retroactive or prospective pricing should not only estab- 
lish costs accrued to a specific cutoff point for price-proposal pur- 
poses but should also include cost trends and other available infor- 
mation which would be of assistance to contracting officials in price 
negotiations. We believe that full utilization by contracting officials 
of the services of their agency auditors in reviewing and reporting 
on contractors’ forward cost and price proposals would be of ma- 
terial assistance to those officials in negotiating reasonable contract 
prices. 

Action taken by the Air Force—more effe ctive pricing ne gotiations 

The Assistant Secretary of the Air Force (Materiel) in a letter 
dated March 28, 1957—see appendix A of our report—agreed with 
us that the high rate of profit actually earned by the contractor in this 
instance was attributable in part to the failure of contracting officials 
to analyze and evaluate effectively the contractor’s forward-pricing 
proposals. He concurred in our recommendation that the importance 
of adequate review of contractors’ cost projections be emphasized to 
contracting officials and informed us that this would be done. 

The Assistant Secretary informed us that the following specific 
measures have been or will be taken by the Air Force to improve the 
effectiveness of pricing negotiations. 

1. An advanced course in pricing has been developed and is being 
given to key procurement personnel. 

2. Selected examples of deficient procurement practices will be 
brought to the attention of contracting officials through the medium 
of “pricing bulletins.” 

3. A section on ‘the role of agency audit in prospective pricing 
has been added to the armed services procurement regulation, with 
Air Force participation in its development. 

4. AMC and the auditor general are working together to estab- 
lish the best possible working team relationships between procure- 
ment and audit personnel. 

We believe that the attention which the Air Force is giving to 
the need for improving contract negotiations should have a salutary 
effect on pricing actions. The specific measures described by the 
Assistant Secretary of the Air Force should result in more complete 
utilization of the talents of agency auditors, more adequate analysis 
of contractors’ cost projections, and more effective price negotiations, 
particularly of the forward portion of price-redeterminable con- 
tracts. 


Refund requested from the contractor 

Our review indicated that General Motors Corp. has a voluntary 
refund policy which provides for refunding to the Government. the 
amount by which profit realized is more than 25 percent greater than 
the rate of profit negotiated. In April 1956 we reported the existence 
of this policy to the Air Force, and, at a conference at AMC in May 
1956, we discussed this policy with Air Force officials who stated that 
the applicability of the refund policy to this contract would be fol 
lowed up. AMC also advised us that the existence of a General 
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Motors’ refund policy was not known to the Air Force negotiators 
until it was brought to their attention in our report. In a letter to 
General Motors dated June 14, 1956, AMC requested a refund. See 
appendix A. In a reply dated June 27, 1956, General Motors re- 
jected this request and, in part, made the following statements—see 
appendix C, exhibit E, for the full text of the General Motors reply: 

May we also point out that the adjustment of contract prices to effect a re- 
vision of earned profit ratios is a matter for internal consideration by General 
Motors in the overall administration of its affairs and does not constitute a 
commitment of any nature. 


You may be advised that we have considered our profit position in the in- 
stant case and it was, and is, the final decision of General Motors that there is 
no reason to further revise the F—S4F contract prices. 

On September 26, 1956, and again on January 3, 1957, the Deputy 
Director for Procurement, AMC, discussed with the comptroller, 
General Motors Corp., the subject of a refund on this contract. The 
contractor declined to make a refund and, with reference to the ex- 
istence or operation of General Motors’ policy on adjustment of con- 
tract prices, advised the Air Force that this was an internal matter 
and that the contractor considered the matter closed. 

In the letter of June 18, 1957, General Motors Corp. restated its pre- 
vious position that the contract price was reasonable and that no price 
adjustinent was contemplated. In addition, the contractor stated: 

This contract was subject to the Renegotiation Act of 1951 and profits earned 
on the contract have been included in the overall profits of General Motors 
Corp. on defense business reported to the Renegotiation Board for each of the 
years of contract performance. 

See appendix C, page 37, of our report. 

Also, the contractor stated that renegotiation proceedings have 
been completed through 1954. In this connection, it should be noted 
that the bulk of the airplanes covered by this contract were delivered 
tothe Government in 1955. 

To summarize, Mr. Chairman, General Motors Corp. realized profits 
of $17,459,000 on this contract in excess of that contemplated in nego- 
tiation. We believe that a portion of this additional profit was at- 
tributable to good performance by the contractor but that $8,322,000 
of the additional profit was due to overestimates included in the con- 
tractor’s pricing proposal. Failure of the Air Force to recognize and 
eliminate these overestimates in the proposal resulted in unreasonably 
high prices being paid by the Government. 

atenat Motors Corp., whose comments were included in our report, 
did not disagree with the facts presented by us but did disagree with 
our conclusions and stated that they considered the contract price to 
be reasonable. 

The Assistant Secretary of the Air Force (Materiel) in a letter dated 
March 28, 1957—see appendix A—agreed with us that the high rate 
of profit actually earned by the contractor in this instance was at- 
tributable in part to the failure of contracting officials to analyze and 
evaluate effectively the contractor’s forward-pricing proposals. We 
concurred in our recommendation that the importance of adequate 
review of contractors’ cost projections be emphasized to contracting 
officials and informed us that this would be tones 

He informed us that specific measures have been or will be taken 
by the Air Force to improve the effectiveness of pricing negotiations. 
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We propose to evaluate the effectiveness of these measures during the 
course of our regular audit work. 

Mr. Chairman, with your permission, I would suggest that the 
following appendixes and exhibits, as included in our report, be in- 
cluded in the record. 

Mr. Hépertr. Without objection. 

Mr. Powers. Appendix A, which is a letter, dated March 28, 1957, 
from the Assistant Secretary of the Air Force to the Comptroller 
General of the United States commenting upon the draft of our 
report. 

Appendix B is a letter and attached comments from Mr. T. P. 
Murphy, resident comptroller, to Mr. Forrest R. Browne, regional 
audit manager, United States General Accounting Office, Kansas City, 
Mo. The letter is dated May 3, 1956. 

Mr. Murphy is the resident comptroller of Buick-Oldsmobile-Pon- 
tiac assembly d division, General Motors C orp., Kansas C ity, Kans. 

Appendix C is a letter dated June 18, 1957, from John F. Gordon, 
vice president, General Motors Corp., Detroit, Mich., to the Honorable 
Joseph Campbell, Comptroller General of the United States, including 
General. Motors Corp. comments on the draft of our report. 

Appendix C, exhibit A, is a letter from H. H. Curtice, executive 
vice president, General Motors Corp., dated April 21, 1951, to Brig. 
Gen. Phillips W. Smith, Chief, Procurement Division, Wright-Patter- 
son Air Force Base, Dayton, Ohio. 

Appendix ©, exhibit B, is a letter from Brig. Gen. Phillips W. 
Smith, Chief, Procurement Division, Headquar ters s, Air Materiel Com- 

mand, to Mr. H. H. Curtice, executive vice president, General Motors 
Corp. The letter is dated May 7 9, 1951. 

Appendix C, exhibit C, is a letter, dated August 13, 1951, from 
H. H. Curtice, executive vice president of General Motors Corp., to 
Brig. Gen. Phillips W. Smith, Chief, Procurement Division, Wright- 
Patterson Air Force Base, Dayton, Ohio. 

Appendix C, exhibit D, is a letter, dated October 25, 1956, from 
John F. Gordon, vice president, General Motors Corp., to Brig. Gen. 
William T. Thurman, Deputy Director of Procurement, Directorate 
of Procurement and Production, Headquarters Air Materiel Com- 
mand. 

Appendix C, exhibit E, is a letter, dated June 27, 1956, from Mr. 
John F. Gordon, vice president, General Motors—vice president, 
Buick-Oldsmobile-Pontiac assembly division, General Motors Corp., 
to the commander, Headquarters, Air Materiel Command, W right- 
Patterson Air Force Base. 

Appendix D is a letter, dated July 8, 1957, from the Honorable 
Joseph Campbell, Comptroller General of the United States, to the 
Secretary of the Air Force. 

That concludes our testimony, Mr. Chairman. 

(Appendixes A, B, C, and Dare as follows:) 


APPENDIX A 


DEPARTMENT OF THE AIR FORCE, 
OFFICE OF THE ASSISTANT SECRETARY, 
Washington, March 28, 1957. 
The honorable the ComprroLLer GENERAL OF THE UNITED STATES. 
DreaR Mr. COMPTROLLER GENERAL: I refer to the draft, informally submitted 
to us for comment by your Defense Accounting and Auditing Division, of a 


n 
O 


STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 2569 


Report on Review of Department of the Air Force Contract AF 33(038)-—18053 
with General Motors Corp., Buick-Oldsmobile-Pontiac assembly division, Kansas 
City, Kans. 

We appreciate your courtesy in making a copy of the advance draft available 
to us and concur in the analysis that the high rate of profit actually earned by 
the contractor is attributable in part to the failure of contracting officials to 
analyze and evaluate effectively the contractor’s forward pricing proposals. 

In forward or prospective pricing on a firm basis we attempt to negotiate a 
fair and reasonable price with the full realization that the contractor on that 
pasis has an opportunity or incentive to earn a larger profit by effecting econo- 
mies in performance during the firm price period. It is normally expected that 
because of this incentive, which is the strongest possible when price is firm, the 
contractor will actively work to achieve economies, and as a result the Govern- 
ment will be able to obtain substantial price reductions in future pricing periods 
or in follow-on procurements. In this instance we feel that, despite the lack 
of complete evaluation, our negotiation procedures did produce substantial 
savings as evidenced by the reduction in firm unit prices of approximately 63 
percent in the third segment of the contract as compared to the second segment. 

Regardless of the foregoing, however, we are desirous of doing a better job 
of review and analysis of contractor’s cost projections and price negotiation in 
general. Even though some of our better contracting personnel have been as- 
signed to procurements such as the instant case which covered a time period from 
early 1952 through early 1955, and even though they feel that they performed 
adequately, we are satisfied that there is room for improvement. To this end 
we have already developed an advanced course in pricing which is now, for the 
first time, being given to 20 of our top people from AMC buying activities. This 
Air Force Advanced Pricing School is a 13-week, full-time course. We are also 
planning on such advanced training for 50 more people in 2 courses during the 
fiscal year. It is expected that this school will be continued for the foreseeable 
future on a semiannual basis. 

We concur in the need for emphasizing to contracting officials the importance 
of adequate review and evaluation of contractors’ cost projections. This is 
already a part of our formal training programs and will also be emphasized in 
the review of buyers’ price objectives in prenegotiation briefings. In addition, 
personnel of your Defense Accounting and Auditing Division have suggested 
that properly disguised examples, such as this case, could profitably be brought 
to the attention of all contracting officers, price and cost analysts, through the 
medium of pricing bulletins. We consider this an excellent idea and intend to 
follow your suggestion. 

With regard to the role of agency auditors in their capacity as advisers to 
contracting officers, the Air Force had a major share in developing the recently 
published armed services procurement regulation, section III, part 8, on pricing 
negotiation policies and techniques. This new ASPR provides in part that fore- 
casting future trends in cost from historical experience is of primary importance 
in pricing. It specifically, in paragraph 3-809, treats with audit as a pricing aid. 
In part it provides that “the audit services within the military departments 
should be utilized as a pricing aid by the contracting officer to the fullest extent 
appropriate * * *, Judicious use of audit services will expedite proper pric- 
ing * * *, Except for contracts containing retroactive price revision clauses, 
pricing techniques are concerned mainly with estimates of future costs * * *. 
Therefore, audit reports for either retroactive or prospective pricing should not 
only establish costs acerued to a specific cutoff point for price proposal purposes, 
but also should incinde cost trends and other available information which would 
be of assistance to the contracting officer in pricing negotiation * * *. Such 
audit reports will serve a useful purpose in: 

“(i) The evaluation of contingency allowances, overhead allocations, purchas- 
ing management efficiency, and similar cost elements ; 

“(ii) Both the initial and subsequent pricing of contracts containing price 
revision clauses.” 

It further provides that “‘some of the conditions under which the contracting 
officer should consider the use of audit services include: * * * 

“(iii) Procurement of a new product for which cost experience is lacking; and 

“(iv) Contract performance requiring a substantial period of time.” 

Further, in connection with the development of a proposed Department of 
Defense directive and companion instruction of audit policies, the Air Force 
favors such auditing activities providing technical advice and assistance on 
accounting and related financial matters in negotiation, administration, repric- 
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ing, and settlement of contracts. We also feel that audit activities should make 
recommendations, as appropriate with respect to establishing procedures in each 
military department, concerning the accuracy and reliability of contractors’ cost 
representations. AMC and the Auditor General are actively working together 
now to establish the best possible working team relationships between procure- 
ment and audit personnel. 

With regard to the General Motors Corp. alleged policy on voluntary refunds 
of profits exceeding 125 percent of the negotiated profit, we have been unsuc- 
cessful in obtaining any refund on this contract. AMC requested a refund in 
a letter to General Motors dated June 14, 1956. In a letter dated June 27, 1956, 
signed by Mr. John F. Gordon, vice president, Buick-Oldsmobile-Pontiac division, 
General Motors’ reply included the following statements : 

“May we also point out that the adjustment of contract prices to effect a re- 
vision of earned profit ratios is a matter for internal consideration by General 
Motors in the overall administration of its affairs ‘and does not constitute a 
commitment of any nature. 

“You may be advised that we have considered our profit position in the in- 
stant case and it was and is the final decision of General Motors that there is 
no reason to further revise the F—84F contract prices.” 

Subsequently, on January 3, 1957, in a personal discussion on this subject 
with the Deputy Director for Procurement at Headquarters, AMC, Mr. R. C. 
Mark, controller, General Motors Corp., in effect stated that they considered the 
matter closed and that the existence or operation of General Motors policy on 
adjustment of contract prices was an internal matter. 

The opportunity to informally discuss this proposed report has been appre- 
ciated. Should you or members of your staff desire further discussion on this 
matter it will be welcomed. 

Sincerely yours, 
DupLeY C. SHARP, 
Assistant Secretary of the Air Force. 


APPENDIx B 


KANSAS CITY PLANT, 
BvurIcK-OLDSMOBILE-PONTIAC ASSEMBLY DIVISION, 
GENERAL Morors Corp., 
Kansas City, Kans., May 3, 1956. 
UNITED STATES GENERAL ACCOUNTING OFFICE, 
Regional Audit Office, Kansas City, Mo. 
(Attention: Mr. Forrest R. Browne, regional audit manager.) 

GENTLEMEN: This refers to your letter dated April 12, 1956, relative to your 
review of the procedures utilized in the procurement of F-S84F aircraft under 
contracts AF 33(038)-—18503 and 18504. Since the latter contract concerned 
only facilities, and no comment was made in connection therewith, no further 
reference is made herein to this contract. 

The attachment to your letter sets forth a list of tentative findings with respect 
to the second (228 planes) and third (300 planes) segments and spare parts 
under the supply contract. While we are replying to each of your findings in 
more detail in the attachment hereto, we should like to point out certain prin- 
ciples which it is believed should be kept in mind. The price negotiated was 
not for each element of cost, but was for the end product. Further, in establish- 
ing the prices of planes in each of the first and second segments, the two seg- 
ments were considered by both parties as a package deal. Therefore, to select 
certain elements of cost from one segment for comment in connection with the 
pricing procedure utilized would not seem to be in accordance with the pricing 
philosophy used by the negotiators. 

Details of our estimate supporting our proposed price were furnished to the 
Air Force which, together with an independent audit, a review by the Air 
Force Cost Analytical Section, and much discussion at the negotiating sessions, 
formed the basis for the price negotiated for the end product. 

Our proposed price for the 228 planes in the second segment was $442,890 
each, which we reduced to $440,000 at the start of the negotiating conference. 
Your comments point out that after analyzing the data at hand our estimate 
was overstated approximately $10,000 per plane. In other words, we should 
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have proposed a price of approximately $430,000 each. The negotiated price 
was $420,000 per airplane. 

The third segment follows a similar pattern. Our proposed price was 
$293,160 per plane. Your comments indicate insufficient consideration of ex- 
perience in manufacturing and administrative expenses, resulting in an over- 
statement of our proposed price of some $15,000 per plane. In the negotiations, 
our proposed price was reduced $22,000 and a fixed price of $271,165 per plane 
was accepted. 

In the final analysis, if full and complete consideration had been given to the 
comments attached to your letter of April 12, 1956, and if the items set forth 
therein had been factored into the contractor’s proposed prices, such action would 
not have resulted in prices as favorable to the Government as the prices ulti- 
mately incorporated in contract AF33(038)-—18503. By sincere, across-the-table 
negotiation, representatives of the Government and the contractor made careful 
and detailed analyses of the data available. At the same time, they necessarily 
took into contemplation those factors requiring reasonable anticipation in the 
light of phasing out an aircraft program. On this basis, these representatives in 
good faith were able to negotiate prices equitable to both the Government and 
the contractor. Criticisms of isolated data many months after the completion 
of these negotiations must necessarily fall far short of a true appreciation of the 
efforts of the parties and the results accomplished. 

Very truly yours, 
T. P. Murpny, Resident Comptroller. 


FORWARD PRICING SECOND SEGMENT OF 228 PLANES 


1. Bill of materials—outside suppliers and allied suppliers 


(a) Outside suppliers.—Your findings state that a review of the priced bill 
of materials submitted by the contractor reveals that firm prices supported by 
purchase orders amounted to $1,700,000 less than that shown on the bill of 
materials, which accounted, in part, for the fact that experienced costs were less 
by $4,353,000 than the contractor’s quotation as accepted in negotiations. Your 
findings further state that, generally, the priced bill of materials were amounts 
to be costed into inventory for initial planes of the second segment; however, 
the quotation was presented as being applicable to the entire segment. 

At the time our price proposal was prepared for the 228-plane segment, it was 
impossible to predict what would happen during the production of this segment. 
The F—-84F was still not completely engineered and important changes were still 
contemplated. Our experience with suppliers and subcontractors has indicated 
that, even though we have purchase orders and contracts setting forth prices 
presumed to be firm, these sources many times get into difficulties and, in the 
interest of proper performance on the contract, it is necessary for us to give aid, 
when merited, both financial and otherwise, to such sources. Once we were in 
the fixed-price cycle of the prime contract, we were obligated to live within the 
forward prices and, accordingly, pursued our normal business practices, so that 
the forward prices were based on a realistic evaluation of our suppliers and 
their problems. 


2. Forecast of direct labor cost 

Your report refers to a discrepancy in the plotting of the overall plant direct- 
labor chart, resulting in an increased amount of $888,000 in the direct labor 
forecasted. Further, you believe that the direct-labor hours per plane fore- 
easted should have been 22,759 as compared to 24,697 forecasted by the con- 
tractor. It is now understood that your office has revised the amounts projected 
by your organization to $736,000 and 23,090 hours per plane, respectively. 

The overail plant chart does not represent the total hours of direct labor 
included in our price quotation, but merely reflects an overall trend. The 
direct-labor hours included in our proposed price were developed on the basis of 
projecting each shop chart from the point of the equivalent number of planes 
produced through the 299th plane, and then summarizing the reading from these 
charts at the 71st and 299th planes to arrive at the total of 24,697 hours per 
plane for the segment. However, in reviewing our calculations of the fore- 
casted hours per plane (24,697) we have discovered a clerical error which 
resulted in the forecasted hours per plane being overstated by 1,006 hours. 
This accounts for a substantial portion of the difference (1,607) between the 
projection made by your office and that included in the price quotation. Ac- 
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cordingly, a total of the hours developed from the individual shop-chart read- 
ings at the 7ist and 299th planes will develop a total hours per plane of 23,691, 
which should have been included in our price proposal instead of 24,697. 

We believe the basis on which the hours per plane were forecast to be very 
sound since it gave full consideration to the costs already experienced in the 
long lead-time shops, thus minimizing the amount of hours which it was neces- 
sary to estimate for completion of the segment. The projected hours on the 
charts as necessary for completion of the segment were the result of the best 
thinking of management based on facts available at the time this forecast was 
prepared. 

Your report with respect to direct labor further sets forth the following 
observation: “It was observed that not only was a 74-percent efficiency curve 
projected, but according to the contractor’s price proposal for the follow-on 
segment of 300 planes, 74 percent was actually experienced. Consequently, 
with little change in labor rates the cost of performance should approximate 
the original forecast; however, the forecast exceeded performance by $2,427,- 
400.” 

it should be noted that the chart presented at the time of price redetermina- 
tion of the second segment indicated a 74-percent trend through the 47th air- 
plane prior to the transfer of the aft fuselage to Kansas City plant as on-site 
labor. The chart presented at the price redetermination of the follow-on seg- 
ment of 300 planes showed a 74-percent trend from the 1st through the 299th 
planes including the effect of the aft from the 48th plane. This indicates that 
our efficiency in the production of the second segment improved to the extent 
that we were able to maintain approximately a 74-percent curve including the 
aft, which would account for at least a part of the amount by which actual 
performance was under forecast. 

5. Direct labor in process overvalued 


The contractor agrees that the direct labor in process appears to have been 
overvalued by $106,000. The cause is undetermined. 


FORWARDING PRICING—THIRD SEGMENT OF 300 PLANES 
1. Prospective analyses of overhead 


Your comments state that the contractor’s proposals relating to the third 
segment did not give full consideration to recent cost experience or to the 
production periods over which these expenses would be incurred in the areas 
of manufacturing and general and administrative expenses. In regard to manu- 
facturing expense, you cite, as an example the last 76 planes of the second 
segment wherein a burden rate of 185 percent, or $59,000 per plane, was experi- 
enced as opposed to the $72,000 per plane included in our quotation, which 
was later reduced to $69,000. It is not agreed that our experience on the last 
76 planes of the second segment would have been a basis for forecasting the 
burden expenditures for the 300 airplanes, for the reason that it did not give 
effect to phasing out the program. 

As stated in our proposal data, we priced the burden in our final segment on 
the basis of the burden in process at the cutoff date plus the estimated expenses 
necessary to complete. This was done to the best of our ability to forecast 
and is our customary basis for pricing. At the time of price reset on this last 
segment, there were many phase-out items of cost that we could foresee as 
factors influencing our third segment manufacturing and general and admin- 
istrative costs, and we included them as we saw them as of that date. This 
method of pricing may appear to give little consideration to burden rates and past 
trends: however, we believe that each of these items was given due considera- 
tion in estimating the expenditures necessary to complete the contract, as 
conditions then appeared. 

You commented to the effect that the contractor’s accelerated delivery sched- 
ule had, at the date of actual negotiation, been further accelerated with no evi- 
dence that such information was considered in establishing the burden rate. In 
reviewing the data available on delivery schedule at the date of redetermination 
it is found that it was anticipated deliveries would be completed in July 
1955 and the price was reduced from that proposed to compensate for 1 month’s 
burden. At that time we could not be assured that the planes remaining to 
be delivered could be completed prior to July 1955, nor that they would be 
accepted by the Air Force ahead of such date if completion was accomplished. 
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FORWARD PRICING-—SPARE PARTS 


Redetermination of prices for spares delivered to mutual defense assistance 
program (MDAP) 


Your comments state that prices for spare parts to be delivered to mutual 
defense assistance program were to be redetermined, in accordance with con- 
tract terms, after the delivery of the 299th plane but that the cost data sub- 
mitted by the contractor and used as a basis for negotiating the new price of 
spares set forth cost experience gained by the contractor through delivery of 
only the 210th plane. 

The cost statement submitted relative to MDAP spares and the redetermina- 
tion of prices after delivery of the 210th airplane was-the result of a mutual 
arrangement between members of AMC and BOP organizations. The cost state- 
ment, however, played a very small part in the negotiation of the agreed upon 
price for MDAP spares. 

The cost of each MDAP spare part remaining unshipped as of the end of 
December 1954 was reestimated on the basis of data then available. The total 
of these estimated costs as related to the sales prices then existing formed: the 
basis of the percentage of price reduction set forth in our proposal of February 
10, 1955, as being applicable to the spares remaining unshipped at the date of 
delivery of the 299th plane. We do not agree in principle that if these prices had 
been reset on the basis of the 299th plane they would have had more sound 
support than that actually used. Each part price, making up the total contract 
value, is established without relation to the price of any other part; therefore, 
the actual profit realized on experienced costs applicable to the sale of a rela- 
tively small portion of parts involved, in our opinion, is not definite assurance 
that the same rate of profit should necessarily be expected on the remaining 
parts to be shipped. 


GENERAL MOTORS’ POLICY OF VOLUNTARY PRICE REDUCTION 


Relative to the request in your letter of April 12, 1956, for our comment con- 
cerning the application of General Motors’ policy of voluntarily refunding any 
profit on defense procurement in excess of 25 percent of the negotiated rate, we 
wish to inform you that this policy is administered on an overall corporation 
defense contract basis. Under the policy, consideration is given to voluntary 
price reductions in fixed-price contracts as may seem desirable beyond those 
which would normally result from price redetermination. Since any action 
in connection therewith would affect the overall corporation position under 
renegotiation, any refund on a price reduction or voluntary basis is considered at 
the corporation level and not at the divisional level. 





APPENDIX C 
GENERAL Morors Corp., 
Detroit, Mich., June 18, 1957. 
Hon. JosepH CAMPBELL, 
Comptroller General of the United States, 
Washington, D. C. 

Dear Mr. CAMPBELL: Your letter of May 22, 1957, to Mr. Harlow H. Curtice, 
president, General Motors Corp., together with the draft of the proposed report 
to Congress resulting from your review of contract No. AF33(0388)—18503 for 
F-84F aircraft has been directed to me for reply. I appreciate the opportunity 
to submit our comments inasmuch as the draft of the proposed report.to Congress 
contains only a partial account of the contractor’s performance and should be 
revised to reflect the total picture. The fact that you submitted this for our 
preliminary review indicates that you, too, are interested in presenting to the 
Congress the complete account. 

Proper emphasis must be placed on the fact that the above contract was a 
fixed-price contract containing a price-redetermination provision. Mandatory 
repricing points were established at the delivery of the 7ist plane and the 299th 
plane. In addition either party had the right to make a further demand at 
intervals of not less than 90 days after the effective date of any prior demand. 
The absence of a demand by either party under this repricing option is indicative 
of the competitive reasonableness of the prices negotiated. 
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The after-the-fact criticism of these negotiations in your report completely 
overlooks the fixed price aspect of this contract. The parties discussed cost 
elements but directed the negotiations toward a contract price. Unless the 
proposed report departs from this strict cost approach it will not reflect the 
manner in which the price redetermination provisions of the contract were given 
effect. 

Any discussion of this contract should take into consideration the fact that 
General Motors Corp. financed its participation in this program with no recovery 
of the funds employed until planes and spare parts were sold. From February, 
1951 until June 1953, General Motors’ investment grew to a total of $93,464,000 
before billing the Government. The unrecovered expenditures reached a peak 
of $135,846,000 in May 1954. Billings did not offset aggregated expenditures 
until March 1955. 

The proposed report contains certain of the data or the information previously 
supplied by the contractor. However, I believe that a more complete and more 
accurate account will be presented if the following information is also included: 

(1) In footnote (c) of page 2, a statement is made that a profit rate of 8 percent 
was agreed upon at the time this contract was placed and that the prices negoti- 
ated included a contemplated profit of not more than 8 percent. There was no 
agreement or commitment of any kind that the contractor was to be limited to a 
profit of 8 percent on actual costs nor was the contractor guaranteed any percent- 
age of profit on costs or protected against loss on the contract. The correspond- 
ence between Mr. Harlow H. Curtice, then executive vice president of General 
Motors Corp. and Brig. Phillips W. Smith, Chief, Procurement Division, Air Ma- 
teriel Command, Wright-Patterson Air Force Base, dated April 25, May 9, and 
August 13, 1951, and attached as exhibits A, B, and C, respectively, includes the 
complete agreement reached at that time. 

Your attention is called particularly to the following statement in exhibit A: 

All contract bids will be subject to redetermination and it is my understanding 
that we will benefit to the extent savings are accomplished through good 
performance. 

(2) Subcontractor’s prices: This portion of the proposed report concerns two 
subjects. The first is the claimed overstatement of $1,700,000 in the bill of 
material submitted just prior to the negotiation of the second segment prices 
in September 1954. The second relates to the right and ability of the contractor 
to negotiate price adjustments required by the thousands of engineering changes. 

The contractor’s position with respect to the alleged overstatement of $1,700,- 
000 was fully set forth in the letter of October 25, 1956, from Mr. John F.. Gordon, 
vice president, General Motors Corp., to Brig. Gen. William T. Thurman, United 
States Air Force, Deputy Director, Procurement, Headquarters, Air Materiel 
Command. It is requested, therefore, that a copy of the letter which is at- 
tached as exhibit D be incorporated in the proposed report. As this letter stated, 
the contractor was unable to find any basis for any misunderstanding of the 
facts on the part of any of the parties participating in the price negotiation con- 
ference of September 1954. Furthermore, as the terms of the contract required 
that the negotiations were to be on the basis of price, not on the basis of segre- 
gated cost elements, and the procedure followed at this conference conformed 
to this requirement, there was no deviation from contract terms or from negoti- 
ating principles. 

The report also discusses the recovery of costs resulting from engineering 
changes. The contractor was well aware that engineering change costs were 
recoverable under the “changes” provision of the contract. There were no costs 
of this nature included in the proposed prices for second and third segment 
planes. 

The contractor agrees with the statement in the report that suppliers should 
“be expected to live within firm fixed prices agreed upon.” In the establishment 
of its subcontract structure, the contractor directed its efforts to securing depend- 
able and qualified suppliers. It followed its normal business practices with 
these suppliers. When these suppliers demonstrated need for price relief because 
of the many delays and other interruptive Air Force actions, it granted such re- 
lief if otherwise equitable. 

(3) Direct labor estimate: The report states that there was an error of 1,600 
hours per airplane in the estimated direct labor hours for airplanes Nos. 72 
through 299, and an overvaluation of direct labor inventory in process. From 
this premise, the report proceeds to the conclusion that there was an overstate- 
ment of approximately $842,000 in the direct labor costs. On page 8 the report 


etely 
cost 
the 

- the 
riven 


that 
very 
lary, 
4,000 
peak 
‘ures 


uSly 
more 
ded : 
‘cent 
goti- 
S no 
toa 
‘ent- 
ond- 
eral 
Ma- 
and 
3 the 


t A: 
ding 
good 


two 
il of 
rices 
ctor 
ges. 
700,- 
don, 
ited 
Priel 
} at- 
ited, 

the 
con- 
ired 
gre- 
med 
roti- 


ring 
vere 
osts 
nent 


puld 
nent 
end- 
vith 
1use 
1 re- 


,600 
- ta 
rom 
ate- 
port 


STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 2575 


recognizes that the Air Force negotiators used other labor data in the price 
redetermination negotiations. In other words, the direct labor as estimated by 
General Motors was not the basis for the redetermined prices. 

The report also overlooks the fact that the direct labor estimate which is 
claimed to be overstated was related to the proposed unit price of $442,000 per 
airplane. The negotiators ultimately arrived at a redetermined price per air- 
plane of $420,000 for airplanes 72 through 299. It must be realized that the 
contractor at no time was apprised of the basis for the reductions proposed by 
the Air Force negotiators. 

(4) Manufacturing overhead estimate: The proposed report criticizes the 
contractor for not selecting cost experience on manufacturing overhead for a 
short period as a basis of future cost projection. It must be borne in mind that 
the costs to be experienced after March 1955 were a matter of estimate based 
on the proposed schedule. In the light of past experience, the contractor had 
every reason to project its estimates on a broader basis than figures quoted by 
the auditors. 

Manufacturing overhead includes indirect labor and supervision, supplies, ex- 
penditures related to buildings, machinery and equipment, etc., necessary to 
maintain the basic organization as long as that operation continues, regardless 
of the level of production volume attained within any short period of time. This 
overhead organization must be retained during interim periods of low production 
if schedule requirements are to be met. Otherwise a manufacturer is faced with 
the additional cost and delay of rebuilding an organization necessitated by a 
return to higher production requirements. 

The record of fluctuating volume throughout the first two segments of the con- 
tract was an important influence on manufacturing overhead costs in all forward 
pricing. The following tabulation sets forth the manufacturing overhead costs 
actually incurred by months starting with the first month of deliveries and ending 
with the last full month of operations preceding the-date on which prices were 
redetermined for the last segment of 300 airplanes. 
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The manufacturing overhead cost incurred remained relatively constant each 
month regardless of deliveries, which were unpredictable for reasons beyond 
the contractor’s control. During this period of fluctuating volume the con- 
tractor had to maintain its basic organization in order that the contract could 
be brought to a successful conclusion. 

At the time of the negotiations in March 1955 there was no basis to assume 
that the accelerated rate of production attained in January and February could 
be continued and that the contract could be concluded earlier than July 1955, the 
month established during the negotiations for the completion of deliveries. 
The contractor’s estimates of labor and burden had to be related to the afore- 
said completion date and the negotiators, therefore, were faced with the problem 
of arriving at a contract price which contemplated the retention of the con- 
tractor’s organization and the incurring of the fixed charges and other burden 
costs throughout the remaining 5-month period, as well as phasing out costs. 
The completion of deliveries 2 months in advance of the established date re- 
sulted in cost savings which gave rise to this after-the-fact comment by the 
auditors on the manufacturing overhead estimate. 

(5) General and administrative expense estimate: The contractor’s response 
to the comments dealing with manufacturing overhead estimates are applicable 
to the statements in the report concerning general and administrative expense 
estimate. 
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(6) Spare parts for mutual defense assistance program: As indicated, the 
cost experience available at the time of delivery of the 210th plane was selected 
by the Air Force and the contractor as the basis of the negotiated prices for 
spare parts to be delivered during the final segment. It was agreed also that 
the spare parts prices and the airplane prices were to be redetermined as a 
whole. 

From a practical standpoint, the experienced costs of the delivered spare parts 
necessarily played a very small part in the forward pricing. The remaining 
spare parts were for the most part to be manufactured concurrently with the 
manufacture of identical parts and assemblies of the remaining airplanes. 
Hence, the negotiators based their bargaining for spare parts prices on data 
prepared on the same basis as the data proposed for the negotiation of plane 
prices. A reduction of $850,000 was negotiated. 

(7) Refund requested from the contractor: While the proposed report in- 
cludes a portion of the contratcor’s reply of June 27, 1956, to the request of 
the Air Force for a refund in accordance with the claimed voluntary refund 
policy of General Motors Corp., the position of General Motors Corp. will be 
more fully explained if the aforesaid letter is included in full. The contractor 
has attached this letter as exhibit E and requests that it be included in the 
report to Congress. 

In discussing the refund request, the report loses sight of the fact that the 
profit rate of 8 percent was a going-in rate of profit, with the understanding 
that the contractor would benefit to the extent that savings were accomplished 
through good performance. 

Page 3 of the report summarizes as follows the $8,322,000 questioned by the 
auditor : 





Known reductions in subcontractors’ prices___.............-_---- $1, 700, 000 
I RS ait Ss ada einni atts dpguiibiataitarslageaciighliniatcusdniieanlawiiin 842,.000 
Manufacturing CVETRCRd CBTIMIR OO iia hc tts ccc dtinmeciioncnm 4, 500, 000 
General and administrative overhead estimate_...........-_____ 355, 000 
TN a i i a Nn ai a Lae re Bae --— %, 897,000 

IRE Gu NUN cecilia eae ea aescddlbiadepua adaoaaieelecuceanaaiea 592, 000 
sda iii ahi ci ae a tas aden at leases cies amen ec 7, 989, 000 
Eevision: OF oreces for’ MTC TEs cto San lwnnnnmes 333, 000 
PN hii chic Ss scien mccentindpldaacncinicl sean li eae: 8, 322, 000 


Even without any consideration of the contractor’s explanation for each of 
these questioned items, the previous page of the report discloses that the re- 
duction negotiated by the parties was $9,400,000. Therefore, the total amount 
by which the Air Force negotiators reduced the forward prices proposed by 
the contractor exceeded the total amount by which the report claims that the 
estimated costs were overstated. 

In the final review of his contract, the profit performance should be evalu- 
ated on the total results. On this basis, the proposed report indicates a profit 
rate of 11.2 percent on sales. This contract was subject to the Renegotiation 
Act of 1951 and profits earned on the contract have been included in the 
overall profits of General Motors Corp. on defense business reported to the 
Renegotiation Board for each of the years of contract performance. Gross 
refunds have been made to the Government totaling $5 million in 1951; $20 
million in 1952; $10 million in 1953 and $10 million in 1954. 

As a result of such proceedings, the corporation’s overall profit rate on rene- 
gotiable sales was 10.3 percent in 1951, 10.0 percent in 1952, 9.6 percent in 1953 
and 9.8 percent in 1954—margins which were substantially below the profits 
realized by the corporation on its commercial business. While the corporation 
has filed with the Renegotiation Board the information required for the years 
1955 and 1956, the renegotiation proceedings have not been completed. 

Your courtesy in extending to us the opportunity of a preliminary review of 
your proposed report to Congress was appreciated. It is believed that we have 
supplied you with substantial additional data. May we request that you in- 
corporate this information in the proposed report. 

Respectfully yours, 


JOHN F.. Gorpon, Vice President. 
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APPENDIX © 


Exhibit A 
GENERAL Morors Corpe., 
Detroit, Mich., April 25, 1951. 
Brig. Gen. PHILLIPS W. SMITH, 
Chief, Procurement Division, 
Wright Patterson Air Force Base, 
Dayton, Ohio. 


DeaR GENERAL SMITH: This will confirm my understanding of the tentative 
agreement reached in your office this morning and later confirmed by telephone. 
The rates of profit agreed to for the various products would apply on sales 
price on contract bids with the exception of the F—-84-F airplane which would 
apply to cost. The prevailing rate of profit would continue in effect on the 
products produced by the A-C Spark Plug division at its Milwaukee operation. 

The outstanding letter contracts with the Allison division would be reviewed 
in the light of an understanding between Allison and yourself, as to the quanti- 
ties which would carry the 9, 914, or 10 percent profit margins on sales. Future 
contract bids would be on a 9 percent of sales basis. Rochester Products, fuel 
controls, 10 percent; Aeroproducts, propellers and other products, 9 percent; 
Buick Sapphire engines, 914 percent; and Chevrolet 3350 Wright engines, 9 per- 
cent. BOP F-84-F airplanes, 8 percent. 

Installation costs (including any repair and rebuilding by contractor) and 
special tools will be provided under the supply contracts; and for convenience 
in administration, the cost of such items shall be included in the contract price 
of the articles, but for the purpose of computing profit, the agreed estimated 
costs thereof shall be excluded. All other costs including preproduction costs, 
will be allowed with markup. 

The cost to the contractor of standard commercial items, supplied by divisions 
of General Motors Corp., shall be the invoice price, provided the supplying divi- 
sion shall certify that such invoice price is not in excess of prices charged other 
divisions of General Motors, the public or the Government, whichever is lesser, 
and not subject to price redetermination but shall be treated in all respects the 
same as the price of materials purchased from third products. 

The cost to the contractor of nonstandard items, agreed to through negotia- 
tions with contracting officer, supplied by divisions of General Motors Corp., 
shall be the invoice price and not subject to price redetermination, but shall be 
treated in all respects the same as materials purchased from third parties. 

All contract bids will be subject to redetermination and it is my understand- 
ing that we will benefit to the extent savings are accomplished through good 
performance. 

As I stated to you, we desire to have our relations with you, as the chief 
procurement officer, on a sound and equitable basis so that you may fully sup- 
port our position with the renegotiation board. 

I pointed out to you that in accepting these lower rates of profit margin on 
sales of military items during a period when civilian output continues at a 
substantial rate, should we get into a shooting war and be required to convert 
100 pereent to military products, we would be entitled to reconsideration of 
the profit margin. I believe you agreed that this was entirely in order. 

I shall be glad to have you advise me if the above is in accordance with 
your understanding of our discussions, both in your office and on the telephone. 

My very kindest personal regards. 

Sincerely, 
H. H. Currice, 
Executive Vice President. 





Echibdit B 


HEADQUARTERS, ATR MATERIEL COMMAND, 
WRIGHT-PATTERSON AIR Force BASE, 
Dayton, Ohio, May 9, 1951. 
Mr. H. H. Currvice, 
Executive Vice President, General Motors Corp., 
Detroit, Mich. 

Deak Mr. Currice: I am in receipt of your letter of April 25, 1951, con- 
firming our agreement on profit for the various divisions of General Motors 
Corp 
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I am in complete agreement with your understanding as outlined in that 
letter. However, it should be mentioned in clarification that those profit per- 
centages are to apply on all contracts which on that date were under negotia- 
tion and not covered by definitive contract, and regardless of whether or not a 
letter contract had been issued to allow the initial procurement of materials, 
ete. 

From now on every effort will be exerted by the Procurement Division to 
place on definitive contract as soon as possible all procurements which were 
being held up by this profit negotiation. For example, it is anticipated that 
all fiscal year 1951 procurements from Allison division will be on definitive 
contract and mailed to Allison for their signature by May 15, 1951. 

I want to express my appreciation to you for your efforts which resulted 
in a satisfactory solution of this profit negotiation. 

Sincerely yours, 


ere 


(Signed) PuHi_iies W. SMITH, 
Brigadier General, USAF, 
Chief, Procurement Division. 


Hehibit C 


GENERAL Morors Corp., 
Detroit, Mich., August 13, 1951. 
Brig. Gen. PHILLIPS W. SMITH, 
Chief, Procurement Division, 
Wright-Patterson Air Force Base, Dayton, Ohio 

Dean GENERAL SMITH: This will confirm our recent telephone conversa- 
tion regarding the treatment of special tooling under my letter to you of April 
25, 1951. I discussed with you the pricing problem which arises in those 
situations where the corporation makes its own tools instead of buying them 
from an outside tool vendor. As an example, I referred to the Buick-Oldsmobile- 
Pontiac assembly division E-84-F contract, under which Fisher Body division 
would make in its own extensive tool and the die shops approximately $13 
million of special tooling out of a total tooling charge of approximately $22 
million. It was then agreed that where the corporation makes the special 
tooling in its own plants a markup will be allowed on the same basis as other 
costs and that the agreed estimated cost of special tooling to be excluded for 
the purpose of computing profit under my letter of April 25, 1951, shall include 
only the cost of that tooling which is purchased from outside vendors. 

If the above is in accordance with your understanding, I would appreciate 
your advising me. 

Sincerely, 
H. H. Currvice, 
Executive Vice President. 


Ecrhibit D 
GENERAL Morors Corpe., 
Detroit, Mich., October 25, 1956. 
Subject: Contract No. AF33 (038)—18503. 
Brig. Gen. WILLIAM T. THURMAN, 

Deputy Director for Procurement, Directorate of Procurement and Pro- 
duction, Headquarters, Air Materiel Command, Wright-Patterson Air 
Force Base, Ohio. 

(Attention : MCPP.) 


DEAR GENERAL THURMAN: In accordance with an understanding reached in 
a meeting on September 28, 1956, at Wright Field between you and Mr. R. C. 
Mark, General Motors has reviewed the pricing reflected in the second segment 
of the F-84-F airplane contract.. At the September 26 meeting it was sug- 
gested that in this review General Motors should consider as a matter of prin- 
ciple a refund of $1,700,000 to the Air Force. 

As a result of this request, a review of the negotiation of these prices has 
been made to determine whether or not there is an obligation on the part of 
General Motors as a matter of principle, or on a contractual basis, to refund any 
amount to the Air Force on this contract. 

At the outset of the September meeting it was recognized that the F-84—-f 
contract was a fixed-price contract and hence there was no contractual obli- 
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gation to make a refund. The review of the request for a refund has, there- 
fore, been directed to an evaluation of all the circumstances in connection with 
the price negotiations of the second segment of the contract. 

At the time of the negotiation of the second segment prices in September 
1954, the Buick-Oldsmobile-Pontiac assembly division used its best judgment 
in arriving at a price equitable to both parties in the light of the conditions 
existing at that time. Prices for materials required for the second segment were 
firm prices, even though a substantial number of the items were priced to Buick- 
Oldsmobile-Pontiac assembly division at different figures—as many as three 
figures—with the figure for the first quantity of the segment being the highest 
and, in some instances, substantially higher than the other figures for remaining 
quantities of the segment. 

In setting forth the price of an item in the bill of materials, the higher price 
for the first quantity was generally used to protect the division’s position in 
the event of early termination during the period while such prices would be 
effective. This was also desirable from the division’s viewpoint in the event of 
a request for redetermination of price prior to completion of the second segment 
of the contract. Also, it was recognized that despite firm prices the division 
might find it necessary in the interest of insuring an uninterrupted flow of 
assembly parts and production, to make upward material price adjustments 
under proper circumstances to suppliers even though such adjustments would 
result in a corresponding reduction of profit. In view of these considerations, it 
would neither be practical nor reasonable to have priced such items in the bill 
of materials at a lower average price or at a lower actual price for any other 
quantities of the second segment. 

In its comments wih respect to material costs the General Accounting Office 
refers to the transmittal accompanying the submission of the bill of materials 
and the statement therein that “the unit prices shown for material purchased 
from outside suppliers are firm and are supported by purchase orders.” The 
report then makes the following comments: 

“Acceptance by the negotiators was based on an audited bill of material, 
according to the minutes of negotiations. 

“Generally, the prices used in the bill of materials were amounts being used 
to cost materia! into inventory during the initial 71 planes of the second seg- 
ment, rather than firm unit prices of the material to be supplied for the follow-on 
portion. 

“(a) Outside suppliers—overstated $1,700,000: Review of the priced bill of 
materials submitted by the contractor reveals that firm prices supported by pur- 
chase orders amounted to $1,700,000 less than that shown on the bill of materials.” 

The report implies that the prices used in the bill of materials, representing 
material costs for the initial quantities of planes of the second segment were 
not firm prices. Actually, prices were firm for varying numbers of initial planes 
of the second segment, although there were lower firm prices for later produc- 
tion of additional quantities. The statement in the transmittal was therefore 
correct. 

Also, from the foregoing comments of the report there is an implication that 
the statement that such unit prices “are supported by purchase orders” was 
intended as a representation to be relied upon by Air Force representatives with- 
out verification, and that the Air Force representatives did rely on the state- 
ment. However, the report fails to set forth other facts which show that this 
was a statement of fact, not a representation in the technical sense. 

No mention was made of the following: 

(1) At the heading of each sheet of the bill of materials the caption “Esti- 
mated Material Costs” appeared twice. 

2) In accordance with the provisions of the contract, Air Force representa- 
tives approved all purchase orders amounting to $25,000 or more. 

(3) Although not required by the provisions of the contract, copies of all 
purchase orders amounting to $25,000 or more were given to the Air Force 
representatives. 

(4) In accordance with the terms of the contract, all other purchase orders 
were available at all times to Air Force representatives. This was the fact situ- 
ation when the bill of materials was furnished to the Air Force representatives 
approximately 2 weeks prior to the pricing conference. 

Certainly, on these facts there is no basis for any implication that there was 
any misrepresentation in the statement of the transmittal quoted above. Nor 
should any significance be attached to the omission from the statement con- 
cerning unit prices of a qualification to the effect that the prices applied only to 
initial quantities. The data submitted were as complete a disclosure as if such 
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a qualification were set forth in the transmittal letter, and it was reasonable to 
expect that the Air Force representatives would read the caption on the pages 
and would at least spot check the purchase orders against the estimated prices 
on the bill of materials. 

Finally, it would appear that the Air Force representatives could not have 
been misled in any way and could not have misunderstood the procedure fol- 
lowed in estimating the material costs because, according to the comments of 
the ‘General Accounting Office, “Acceptance by the negotiators was based on an 
audited bill of material, according to the minutes of negotiations.” Further, in 
the‘face of the reference to an “audited bill of material’ made at the time that 
negotiations were in progress, not months later, is it reasonable to assume that 
the negotiators merely “reviewed” the bill of materials and did not make any 
check against the copies of purchase orders in the possession of the Air Foree? 

The price redetermination conference which took place at Wright Field on 
September 8, 9, 10 and.11, 1954, was attended by 9 representatives of the Air 
Foree, 4 of whom were resident at the plants of the Buick-Oldsmobile-Pontiac 
assembly division or Fisher body division and were familiar with the contract 
and the program. Prior to the aforesaid conference, namely, on July 15, 1954, 
a proposal was submitted to the Air Force setting forth a unit price of $442,890 
for the second segment of the contract. At the opening of the conference on 
September 8, 1954, a revised proposed price of $440,000 was submitted by the 
contractor. This reduced price reflected the elimination of certain costs which 
took place after the first proposal was submitted in July. The first 3 days and 
part of the fourth day of the conference were spent in reviewing and discussing 
the Air Force audit reports covering both Fisher body division and Buick- 
Oldsmobile-Pontiae assembly division, the contracting officer’s comments on 
costs and operations, and the detailed price buildup of the proposal of the Buick- 
Oldsmobile-Pontiae assembly division. 

On the fourth day, September 11, 1954, the Air Force submitted its first counter 
proposal on price. There then followed an exchange of suggested prices and a 
final determination and agreement on the price of $420,000 per plane. This 
represented an aggregate reduction through negotiation, of approximately $4,- 
560,000 in the price of the second segment of 228 planes from the price proposed 
by the contractor at the commencement of negotiations. 

The fact that neither party demanded a price redetermination during the 
second segment, although the right to make such a demand was provided for 
in the contract, indicates that the price was considered reasonable as production 
progressed. Furthermore, as the profit position improved near the end of the 
second segment, due to an improved rate of production, Buick-Oldsmobile-Pontiac 
assembly division waived its contractual right for an upward price adjustment 
of $1,112,000 as a result of engineering changes. 

In view of the foregoing, we are unable to find any basis for any misunderstand- 
ing of the facts on the part of any of the parties participating in the price 
negotiation conference. Furthermore, inasmuch as the terms of the contract 
required that the negotiations were to be on the basis of price, not on the basis 
of segregated cost elements, and the procedure followed at the conference con- 
formed to this requirement, there was no deviation from contract terms or from 
negotiating principles. Under the circumstances, our review of this matter re- 
veals no basis for any refund to the Air Force under this contract. 

Very truly yours, 


on LEN LTT EES R OD NIRS 


(Signed) Jonwn F. Gorpon, 
Vice President, General Motors Corporation. 





EXHIBIT BE 


BUICK-OLDSMOBILE-PONTIAC ASSEMBLY DIVISION, 
GENERAL Morors Corpe., 
Detroit, Mich, June 27, 1956. 
Subject: Contract No. AF 33 (038)-—18503, General Motors Corp. (Buick-Olds- 
mobile-Pontiac Division). 
COMMANDER, HEADQUARTERS, ATR MATERIEL COMMAND, 
Wright-Patterson Air Force Base, Ohio. 
(Attention of MCPH.) 
GENTLEMEN: This is to acknowledge receipt of your letter of June 14, 1956, 
in which you request General Motors Corp. to “make an appropriate refund” 
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on contract AF 33 (600)-—18503. Inasmuch as we do not have any record of 
such a contract number, and inasmuch as you refer to a procurement of 599 
F-S4F airplanes and spare parts, we assume your letter intended to deal with 
our contract No. AF 33 (038)—185038. 

You state that the General Accounting Office has given you a review of this 
contract, stating the actual profits realized to have been 13.19 percent. Our com- 
putations as of this date disclose a profit of 12.1 percent over cost, or 10.8 percent. 
on sales. You are aware, of course, that this contract was subject to the 
Renegotiation Act of 1951, and that this profit has been included in the overall 
profits of General Motors Corp. reported to the board for renegotiation. 

With regard to the results by segments as outlined in your letter, we have 
not attempted to check the figures developed by the General Accounting Office 
and offer the comment that, as these averages by segment seem to constitute 
the overall average of 13.19 percent quoted, there must exist an element of 
basic difference in the figures given you by the General Accounting Office and 
those used by this organization. 

You further state that each pricing action results in a firm fixed price for 
that particular segment of airplanes, not subject to further revision. With 
this statement we agree. 

You also make reference to a policy of General Motors Corp. relating to the 
refunding of certain profits. As to any recorded expression in this connection, 
we refer you to Mr. Curtice’s letter of April 25, 1951, to Brig. Gen. Phillips 
W. Smith which, among other things, states: “All contract bids will be subject 
to redetermination and it is my understanding that we will benefit to the ex- 
tent savings are accomplished through good performance.” 

May we also point out that the adjustment of contract prices to effect a 
revision of earned-profit ratios is a matter for internal consideration by Gen- 
eral Motors in the overall administration of its affairs and does not consti- 
tute a commitment of any nature. 

You may be advised that we have considered our profit position in the in- 
stant case and it was, and is, the final decision of General Motors that there 
is no reason to further revise the F—84F contract prices. 

Very truly yours, 
GENERAL Morors Corp., 
JoHN F. Gorpon, 
Vice President. 


APPENDIX D 


COMPTROLLER GENERAL OF THE UNITED STATES, 
July 8, 1957. 
The Honorable the SECRETARY OF THE AIR FORCE. 


DeaR Mr. Secretary: On May 23, 1957, we advised the Assistant Secretary 
of the Air Force (Materiel) that we had furnished a copy of our draft report 
on review of Department of the Air Force contract AF33 (038)-—18503 with 
General Motors Corp., Buick-Oldsmobile-Pontiac assembly division, Kansas 
City, Kans., to the president of General Motors for any comment or further 
explanation the corporation might wish to present. A copy of General Motors’ 
comments on the report dated June 18, 1957, is attached. 

One of the findings in the draft report concerns the known reductions in 
subcontract prices which were not recognized by the contractor in his price 
proposal for the second segment of airplanes to be produced under the con- 
tract. For consideration by this office in determining the legal right of the 
Government with respect to obtaining recovery from General Motors for their 
failure to recognize in their proposal known price reductions for materials, 
we request that your office submit an administrative report including the 
following : 

1. Minutes of meeting on September 26, 1956, between Brig. Gen. William T. 
Thurman, USAF, and Mr. R. C. Mark, controller, General Motors Corp., at 
which it was suggested that General Motors review the pricing of the second 
Segment of airplanes and consider, as a matter of principle, a refund of 
$1,700,000 to the Air Force. 

2. Information as to the basis for the Air Force suggestion that General 
Motors consider a refund to the Air Force as a matter of principle, and whether 


94763—-57——-3 
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the Air Force considered the possibility of legal means, contractual or otherwise, 
of obtaining recovery from General Motors. 

8. Information as to action taken by the Air Force (in addition to the meet- 
ing of January 3, 1957, concerning the contractor’s reported refund policy) 
to effect recovery from General Motors after receipt of its letter of October 25, 
1956, in which General Motors stated that its review of the matter revealed 
no basis for any refund to the Air Force. 

4. Information as to whether, prior to final agreement on pricing of the 
second segment of airplanes, the Air Force was in possession of data of any 
kind indicating that General Motors had commitments from suppliers for parts 
to be used for planes in the second segment at prices lower than those listed 
as estimated material cost in its proposal. It will be noted that in the letter 
of October 25, 1956, to Brig. Gen. William T. Thurman, USAF, General Motors 
stated that “Although not required by the provisions of the contract, copies of 
all purchase orders amounting to $25,000 or more were given to the Air Force 
representatives.” 

5. For each of the parts listed on the enclosed schedule, the date the Air 
Force first learned that General Motors had commitments from the suppliers 


at prices lower than those listed as estimated material cost for the second 
segment. 

6. Information as to whether the Air Force construed the contractor’s listing 
of costs for outside procured materials as being applicable to all planes of the 
second segment and whether, in negotiating the contract price, the Air Force 
relied upon the contractor’s statement that the listed prices were firm and sup- 
ported by purchase orders. 

We would appreciate prompt consideration of this matter in order that we 
may make an early determination of the Government’s rights and an evaluation 
of the contractor’s statement that there is no basis for any implication of mis- 
representation because information other than that included in the price pro- 
posal was furnished to the Air Force. Will be glad to furnish any additional 
information which may be of assistance to you in the preparation of your report. 

Sincerely yours, 


JOSEPH CAMPBELL, 
Comptroller General of the United States. 

Mr. Hépert. Thank you very much, Mr. Powers. 

Let me once again compliment you, individually, and your staff, 
for bringing to the attention of the committee this particular matter, 
and other matters which have been coordinating throughout the year. 

As a branch of the Congress, and as our auditing representatives, 
and on behalf of the committee, I wish you would extend to General 
Campbell our sincere appreciation for the cooperation which we have 
received from the General Accounting Office. 

Now, I just have about three questions I want to ask before we 
open up the questioning to members of the committee. I do want to 
say this, Mr. Powers: These figures and the manipulation of the 
figures as are developed in this report is shocking, to say the least, 
and it becomes even more shocking when we associate these manipula- 
tions with the General Motors Corp., which occupies such a power- 
ful position in our economic existence. 

Some of these figures, particularly in one item, the item of $1,700,- 
000, borders on actual fraud, a fraudulent presentation of figures, and 
if not actually fraudulent it is so close to it it is hardly distinguish- 
able. ; 

If a little-business man would do this, I think somebody would 
accuse him of keeping two sets of books. 

_I refer you now to page 5, and I want to ask you about that par- 
ticular item, in the second paragraph, referring to $1,700,000 over- 
charge. 

Now, do I understand your statement to be this, that this was an 
erroneous—I will use the word “erroneous” in a kind fashion, instead 
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of saying a fraudulent figure—as compared to the actual cost-of this 
roduct from Vendo, Inc.¢ In other words, do I understand you to 

say that this particular item, allegedly supported by documents, was 

priced $1,700,000 over the actual and known cost at that time ? 

Mr. Powers. This particular example of known price reductions, 
Mr. Chairman, was known to the contractor at the time of negotia- 
tions. These price reductions were made up of an overstatement of 
$1,700,000 of his actual costs at the time of the negotiations. 

Mr. Courtney. His actual commitments. 

Mr. Hésertr. Actual commitments. In other words, to use simple 
language perhaps that I could understand, for instance, if I had an 
order for the purchase of this glass at $1, and I purchased it at 50 
cents. In making up my price proposal I put down the figure of $1, 
knowing at the time the actual cost was 50 cents. Is that a fair com- 
parison ¢ ; 

Mr. Powers. Mr. Chairman, in complete fairness to the contractor, 
as well as the Government, the entire matter is, as you know, being 
considered by the Comptroller General, as to what legal recourse the 
Government has available to it with respect to this area. 

Now, it is quite true that the contractor had in being purchase 
orders for the higher prices, but at the time of negotiations, as shown 
by the example in our report, he also had negotiated lower prices 
which were not disclosed to the Government in his estimates of ma- 
terial costs at the time of negotiations. 

Mr. Hézert. That iscorrect. I suggested that there was a two-book 
system. In other words, he had his own private knowledge of what 
the product was going to cost, or the assembly was going to cost, yet 
in presenting the figures to the Government, the contractor—in this 
instance the General Motors—presented the original contract at the 
higher figure of $1,700,000, knowing all the time that that was not a true 
figure of the actual cost. 

Mr. Powers. Well, these lower figures, Mr. Chairman. were not 
shown in his proposal. Now, the contractor had in actual existence 
lower prices as represented by purchase orders and his position which 
is under examination by the Comptroller General of the United States 
was that these same lower prices were known by the Air Force since he 
had furnished them copies of all purchase orders in excess of $25,000. 

But recognition was not made in his proposal, and as mentioned in 
our report the higher prices were cited in his proposal rather than the 
lower prices. 

Mr. Héserr. You put it more delicately than T do. 

Mr. Harpy. It isstrictly dishonest, Mr. Chairman. 

Mr. Hess. Mr. Powers, let me ask you this. You refer to negotia- 
tions ? 

Mr. Powers. Yes, sir. 

Mr. Hess. You mean redetermination or the original negotiation 
of the contract ? 

Mr. Courtney. Original negotiation. 

Mr. Powers. At this particular point, it was a price redetermination. 

Mr. Hess. Redetermination, wasn’t it? 

Mr. Powers. Right, sir. 

Mr. Hess. Now, under the original negotiation? When the con- 
tract was awarded, the contractor did not know the exact price that 
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they were going to eventually have to pay. But during the process 
of the carrying out of the contract the prices were reduced by the 
subcontractor, and at the time of the redetermination they knew that; 
is that correct ? 

Mr. Newman. That is right. 

Mr. Powers. Well, at least he had lower prices negotiated with the 
subcontractors. i 

Mr. Hess. But he didn’t know at the time of the original negotiation © 
for the contract? 

Mr. Powers. That is correct, sir. 

Mr. Hézert. Now, turn to page 6—— 

Mr. Rrvers. Could I ask him a question right there, Mr. Chair- 
man ¢ 

Mr. Powers. Yes, sir. 

Mr. Héserr. Let me just ask these two questions. 

Mr. Rivers. All right. 

Mr. Héserr. Page 6, in the second paragraph—and I am quoting 
the reasons given by General Motors, were— 

(1) to protect the corporation in event the Air Force terminated the contract 
or requested a further price redetermination during the second segment of the 
contract, and (2) to provide for the possibility in proper circumstances of grant- 
ing suppliers upward adjustments of firm prices of material. 

Now, I read into that again the figures were manipulated in order 
to give a watered area in case of a contract cancellation, in order to 
protect the contractor from a loss; is that correct ? 

Mr. Powers. Well, Mr. Chairman, I have some difficulty. So far 
as we know, the contractor overstated these on the basis of the actual 
documents in his records. Now, whether there was any manipulation 
of those figures, I am not in position to say. 

Mr. Heserr. Again, I recognize your position, and I am trying 
to bring out what is in my own mind. 

Mr. Powers. Yes, sir. The reasons he gave, however, with respect 
to why General Motors used the higher prices—in our opinion, we 
do not consider to be valid. His reasons are not valid. 

Mr. Héverr. Isn’t it the practice in the cancellation of Government 
contracts that the contractor is protected by the Government ? 

Mr. Powers. That is correct, sir. 

Mr. Hépert. And there is no necessity at all for manipulating 
figures to a higher price in order to protect the termination of a 
contract ? 

Mr. Powers. Absolutely. 

Mr. Heéperr. Because the contract is already protected ? 

Mr. Powers. Absolutely, sir. 

Mr. Héserr. Turn to page 17, which I think is the nub of this 
whole situation. We have heard here a lot about negotiation, this 
committee in particular, and negotiating officers. I think also you 
read in a letter where the Secretary admitted that it was failure on 
the part of the negotiating officers to recognize these costs or to 
actually check the records which caused this overcharge. Is that 
correct? I think that is admitted also by the Air Force. 

Mr. Powers. That is correct, sir. The Assistant Secretary of the 
Air Force indicated that in part their failure to effectively analyze 
and review the contractor’s forward cost proposals resulted in an 
excessive profit here. 
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Mr. Héserr. So once again the committee’s attention is brought to 
the failure of the negotiating system on the part of negotiating 
officers. 

Mr. Powers. Right, sir. 

Mr. Héserr. Who were the negotiating officers? I want their 
names. 

Mr. Courtney. Mr. Chairman, they have been supplied by the 
Comptroller. I have them here. 

Mr. Rivers. Will you read their names, Mr. Courtney ¢ 

Mr. Courtney. September 7 to 11, 1954, first and second segment, 
Miss Alice Corkum, buyer; Mr. B. D. Loofburrow; Mr. Richard 
Saxton; Mr. Steven Lovas. Mr. W. H. Cleland appears to have been 
the resident auditor. Mr. H. S. Myers, auditor of the Detroit branch 
office. Col. Preston Brown, Air Force plant representative. Mr. 
Howard D. Goebels, administrating contracting officer, at Kansas 
City. Mr. Milton E. Richmond, cost analyst, Kansas City. 

For the second segment, March 21 to 25, 19: 55—I am sorry, the third 
segment. Air Force representatives were as follows: Lt. Col. R. C. 
C hilton ; Miss Alice Corkum; Lt. Col. J. R. Medberry, Air Force plant 
representat ive; Mr. Howard Goebels; Mr. Milton Richmond; William 
Lemley, auditor of the general office, at Kansas City; James I. Mac- 
Kenzie, auditor of the general office at Detroit. And the following 
positions not identified: Mr. John Ambrose, Mr. Werner Wilson, Mr. 
Steven Lovas, and Mr. Richard Saxton. 

Mr. Héserr. Mr. Courtney, will you request from the Air Force a 
complete report on those individuals named, with their experience, 
their background, and the position that they now occupy or did oc- 
cupy at that time? 

Mr. Courtney. Yes, Mr. Chairman. That has already been under- 
taken. 

Mr. Héserr. This is another example of playing rather loosely 
with Government money on the part of inefficient personnel. Now, 
Mr. Powers, did you receive the cooperation of General Motors in 
connection with this particular audit? Were their records made 
available to you? 

Mr. Powers. Mr. Chairman, we had some difficulty in obtaining the 
records and information, but we were able to effectively perform our 
examination on the review of this contract and develop the findings 
as we have reported to you here this morning. 

Mr. Hiérerr. Well, then, your statement would be that you did have 
difficulty in getting access to the rec ords? 

Mr. Powers. Yes, sir; Mr. Chairman; we did. 

Mr. Rivers. Is that a violation of the contract ? 

Mr. Héserr. One minute. 

Mr. Powers. But more specifically, we have had additional diffi- 
culty with the General Motors Corp., going as far back as January of 
this year, in connection with a proposed examination of Army Ord- 
nance contracts with the Cadillac Motor Car division of General 
Motors Corp., in Toledo, Ohio. 

Mr. Héserr. Have you been refused access to the books of the Cad- 
illac division of General Motors? 

Mr. Powers. On March 28, 1957, Mr. Chairman, the comptroller— 
I should say February 1, 1957, approximately, the comptroller of 
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that division of General Motors advised us that the records pertaining 
to an Army ordnance contract would not be made available since that 
contract had not been completed. 

He advised our regional manager in Cleveland on March 28 that 
his legal staff interpreted Public Law 245 of the 82d Congress, which 
was, as your committee knows, an amendment to the Armed Services 
Procurement Act of 1947, that reads as follows: 

All contracts negotiated without advertising pursuant to authority contained 
in this act shall include a clause to the effect that the Comptroller General 
of the United States or any of his duly authorized representatives, shall, until 
the expiration of 3 years after final payment, have access to and the right to 
examine any directly pertinent books, documents, papers, and records of the con- 
tractor or any of his subcontractors engaged in the performance of and involving 
transactions related to such contracts or subcontracts, as constituting authority 
for GAO to audit completed contracts only. 

He advised us that the General Motors’ legal staff, at least as far as 
we know, perhaps the Cadillac Motor Car division’s legal staff—had 
interpreted this to mean that the Comptroller General of the United 
States was not authorized to conduct any examination of contracts 
held by that organization until the contracts had been completed, and 
then had 8 years in which to make the examination after the com- 
pletion of the contract. 

When we obtained information as to the position of the Cadillac 
Motor Car division as to their interpretation of the law, the Comp- 
troller General on June 3, 1957—I am sorry; correction, Mr. Chair- 
man. On April 26, 1957, informed the president of General Motors 

Corp. that GAO has the right of access to records of active contracts 
and requested advice from the president of the General Motors Corp. 
as to their position on interpreting the law in this manner. 

On June 3, when we heard nothing from the General Motors Corp., 
the Comptroller General of the United States again asked the presi- 
dent of General Motors Corp. to advise him when he, the Comptroller 
General of the United States, could expect to receive a reply. 

We heard nothing further from the corporation. 

Mr. Hésert. The letter was not acknowledged ? 

Mr. Powers. The letters have not been acknowledged. 

Mr. Hépert. As of now they have not been acknowledged ? 

Mr. Powrrs. No,sir. Again on July 9, Mr. Robert F. Keller, assist- 
ant to the Comptroller General, called Mr. Henry M. Hogan, general 
counsel of the General Motors Corp., on July 9, to ascertain why we 
had not received a reply to our original letter dated April 26 to Mr. 
Harlow H. Curtice, president, General Motors Corp., concerning the 
right of GAO representatives to have access to records pertaining to 
contracts and subcontracts which have not been completed. 

Mr. Hogan said that he was not familiar with the matter, but that 
he would check into it and he would call Mr. Keller before the end 
of the week, or on or about July 11. 

We have heard nothing further from either the president of General 
Motors Corp. or from Mr. Hogan, the general counsel, concerning 
granting us the right to review their records. 

Mr. Hénrrr. So now the General Accounting Office is in the posi- 
tion of General Motors refusing to make available these necessary 
records in the conduct of the General 





Mr. Powers. At this point, Mr. Chairman, we have been refused 
permission by the Cadillac Motor Car division to have access to the 


CAINE ES wr 


— 





Ling 
that 


that 
hich 


1¢es 


Lined 
1eral 
until 
it to 
con- 
ving 
rity 


ras 
had 
ited 
acts 
and 
om- 


illac 
mp- 
air- 
tors 
acts 
orp. 


rp., 
"esi- 
ler 


sist- 
eral 
we 
Mr. 
the 
gy to 


that 
end 


eral 
Ling 
OSI- 
ary 


ised 


the 


STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 2587 


records on uncompleted contracts. They have agreed to give us the 
records or make them available if the contracts are completed. 

Now, on the other hand, we have subsequently pointed out this 
problem of denial of access to records with the Cadillac Motor Car 
division to the president of General Motors Corp., and specifically 
talked to Mr. Hogan, the general counsel, requesting that they reply 
promptly to the Comptroller General's two letters, April 26 and 
June 3. 

Mr. Heserr. Let me say this to you, Mr. Powers: You or the Gen- 
eral Accounting Office is an arm of the Congress, and on behalf 
of this committee—if you do not get those records there is a little 
piece of paper called a subpena, duces tecum, I think that this com- 
mittee can issue, and it is available to you any time -you want it, any 
time you want to use that method of getting those books. 

Mr. Powers. Thank you very muc h, Mr. Chairman, and I will give 
that infor mation to the Comptroller General of the United States. 

Mr. Héperr. I didn’t know what they are trying to cover up, but it 
is very suspicious that they won’t allow you to look at the books. 
Maybe there is some more manipulation, like this [indicating]. 

Mr. Hardy. 

Mr. Harpy. I want to comment, because it is my recollection that 
that partic ular statute of the public law is one that I introduced. 
Now, if there is any question about congressional intent I think we 
can clear that up right here right now. 

Mr. Chairman, I would like to know, certainly insofar as my mem- 
ory goes—there wasn’t any doubt about the fact that the General 
Accounting Office was supposed to have access to the records of any 
contractor holding a negotiated contract at any time during the life 
of that contract. And why in the world the General Accounting 
Office has to go through this rigamarole is beyond me. It looks like 
General Motors is trying to be bigger than the United States Congress 
or the United States Government. 

I think it is about time we had some of their top people in here to 
get an explanation. 

I would like to know, Mr. Chairman, whether or not any of the 
officials of General Motors have been requested to appear and, if not, 
whether you anticipate sending a subpena for them. 

Mr. Heserr. We will develop that as we go, Mr. Hardy. 

Mr. Harpy. I have just one other question, Mr. Chairman, or one 
other observation. 

I think the way you expressed the information supplied on the ne- 
gotiations was pretty clear, but if this is not complete dishonesty of 
negotiation then I don’t understand the meaning of that word. 

Mr. Heserr. Mr. Rivers. 

Mr. Rivers. Mr. Powers, how many of your contractors have ques- 
tioned the intendment of a statute or the area of your authority, on 
questions of this character? 

Mr. Powrrs. Mr. Rivers, very few, although we have had some 
problems which have been satisfactorily resolv ed. 

Mr. Rivers. Has anybody ever questioned this particular provision 
of this statute ? 

Mr. Powers. Not to my knowledge. 

Mr. Courtney. 82d Public Law 245. 
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Mr. Rivers. The one you are talking about. 

Mr. Courtney. The one you just quoted, of the 82d Congress. 

Mr. Powers. Did you mean the time element part of the proposal? 

Mr. Rivers. Yes. I mean your right to go in and investigate a con- 
tract during the running of that contr act, and before its termination, 
under that provision of the statute which you are referring to. 

Mr. Powers. No, sir; not to my knowledge has any other contractor 
ever questioned that particular provision of this section of the law. 

Mr. Rivers. So the General Motors, by your testimony, is the first 
person, firm, or corporation, that has ever told you, the General Ac- 
counting Office, and the arm of the Congress to which the distin- 
guished | chairman has referred, for investigative audit practices—in 
other words, your basic and organic authority ; ; the first one that has 
ever questioned that you did not have a right until the termination of 

the contract involved 2 

Mr. Powers. To my knowledge, Mr. Rivers, General Motors Corp. 
is the first contractor to have ever questioned our right to commence 
an audit or review of the contract until it is completed. 

Mr. Rivers. It looks like what is good for General Motors may not 
be good for the Defense Department. It may not be. I want to find 
that out. 

Now, let me ask you this: From the development of the distin- 
guished chairman on the knowledge of this $1,700,000, from where I 
sit it looks like the Air Force had knowledge of it. 

Mr. Courtney. Could have that knowledge, couldn’t they ? 

Mr. Rivers. And this was brought to the attention of General 
Motors by you and not the Air Force; is that true ? 

Mr. Powers. On the—— 

Mr. Rivers. $1,700,000. 

Mr. Powers. On the known reduction of the subcontractor’s prices, 
we brought that to the attention of the General Motors and the Air 
Force. 

Mr. Rivers. Well, the Air Force knew that, because they had been 
furnished copies of these orders—— 

Mr. Hess. They should have known it. 

Mr. Powers. Well, we are endeavoring to obtain that information, 
Mr. Rivers. You recall that I mentioned that in order to resolve 
this matter as to what specific legal right the Government has to re- 
cover the amounts by which these known prices were overstated, the 
Comptroller General addressed a letter to the Secretary of the Air 
Force, on July 8, and requested, among other things—and with your 
permission, Mr. Chairman, or Mr. Rivers, I would like to read this 
portion of it. 

Mr. Rivers. You go ahead. We want to develop the facts. 

Mr. Powers. All right. (Reading :) 


We request that your office submit an administration report— 


in connection with the known reduction on subcontractor’s prices 





including the following: (1) The minutes of the meeting on September 26, 
1956, between Brig. Gen. William T. Thurman, USAF, and Mr. R. C. Mark, 
comptroller, General Motors Corp., at which it was suggested that General 
Motors review the pricing of the second segment of airplanes and consider as a 
matter of principle a refund of $1,700,000 to the Air Force. 
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(2) Information as to the basis for the Air Force suggestion that General 
Motors consider a refund to the Air Force as a matter of principle, and whether 
the Air Force considered the possibility of legal means, contractual or other- 
wise, of obtaining recovery from General Motors Corp. 

(3) Information as to the action taken by the Air Force in addition to the 
meeting of January 3 concerning the contractor’s reported refund policy, to 
effect recovery from General Motors after receipt of its letter of October 25, 
1956, in which General Motors stated that its review of the matter revealed 
no basis for any refund to the Air Force. 

(4) Information as to whether prior to final agreement on pricing of the 
second segment of airplanes the Air Force was in possession of data of any 
kind indicating that General Motors had commitments from suppliers for 
parts to be used for planes in the second segment at prices lower than those 
listed as estimated material costs in its proposals. 

It will be noted in the letter of October 25, 1956, to Brig. Gen. William T. Thur- 
man, USAF, General Motors stated that “Although not required by the provision 
of the contract, copies of all purchase orders amounting to $25,000 or more were 
given to Air Force representatives.” 

(5) For each of the parts listed on the enclosed schedule— 


which we furnished up to the Air Force, making up the $1,700,000— 
the contractor's listings of costs— 
oh, excuse me. 


For each of the parts listed on the enclosed schedule, the date the Air Force 
learned that General Motors had commitments from suppliers at prices lower 
than those listed as estimated material costs for the second segment. 

(6) Information as to whether the Air Force constructed the contractor’s 
listings of cost for outside procured material as being applicable to all planes 
of the second segment, and whether in negotiating the contract price the Air 
Force relied upon the contractor’s statement that the listed prices were firm 
and were supported by purchase orders. 

The Comptroller General of the United States also requested that 
the Secretary give this matter his prompt consideration in order that 
we could make an ear ly determination of the Government’s rights and 
an evaluation of the contractor’s statement that there was no basis for 
any implication for misrepresentation because information other than 
that included in the price proposal was furnished to the Air Force. 

Mr. Rivers. Let me ask you this, and then, Mr. Chairman, I am 
finished. 

The Air Force, so far as you know, has instituted no action before 

-after this has been called to their attention by you, despite the fact 
that by your testimony copies of these orders had been furnished the 
Air Force long before they had been brought to your attention ? 

Mr. Powers. Well, Mr. Rivers, at the time of negotiations we were 
not able to determine whether or.not the Air Force had any knowledge 
of the existence of the lower prices. Subsequently we did call this to 
their attention, and on at least three different occasions the Air Force 
did endeavor to have General Motors reconsider— and I think as put 
in one of their letters—as a matter of principle, a refund to the Gov- 
ernment of $1,700,000, because of the existence of the overstatement 
in the subeontractor’s prices. 

Mr. Rivers. Now I will ask you this: Do you impute any negligence, 
indifference, or laxity to the Air Force, on this contract ? 

Mr. Powers. We believe that they did not do an effective job of 
reviewing and evaluating the contractor’s price proposals at the point 
of redetermination. 
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Mr. Hess. There certainly must have been laxity, because at the time 
of the redetermination, the first redetermination, there had been a 
reduction in the unit cost of some of these articles that were furnished 
by a subcontractor. They should have known, if they didn’t know— 
the Air Force I am referring to, whoever the people were that redeter- 
mined that second pricing. 

Mr. Powers. Well, Mr. Hess, I would say this: Under the terms of 
the provisions of the contractor, so far as we know, the contractor 
was not required to furnish Air Force copies of the purchase orders 
as they negotiated firm and lower prices. But in the information 

Mr. Hess. Wait. Do I understand that the manufacturer, or the 
contractor, was not to furnish the Air Force? — 

Mr. Powers. The contractor furnished copies to the Air Force, 
even though the contract didn’t require him to furnish it. 

Mr. Hess. How could you redetermine if you didn’t know the 
prices? 

Mr. Powers. The redetermination was made upon the basis of the 
cost, proposal submitted by the contractor, which in turn, ine luded his 
experienced basis and were obtained from the contractor’s own 
records. 

Now, as I understand the Air Force procedures and regulations, it 
is customary, and I believe required, that all purchase orders in excess 
of $25,000, which the contractor executes with the subcontractors, 
must be approved by the Air Force before those purchase orders are 
issued. 

Mr. Hess. All right. Then the Air Force either knew or should 
have known at the time of the first redetermination that the prices of 
the unit articles from the subcontractor had been reduced ? 

Mr. Powers. They could have obtained information that showed 
those lower prices were in existence. 

Mr. Hess. That is right. 

Mr. Powers. Now our basic problem is in considering the rights of 
the Government in this case by the Comptroller General, the degree 
to which the Air Force did in fact rely upon the contractor’s cost 
proposal, which included an overstatement of the prices, and acted in 
reliance upon that proposal without knowing specifically that that 
proposal did include the overstatements. 

Mr. Hess. The first time the Air Force had knowledge of any of 
this information was when you brought it to their attention; is that 
correct ? 

Mr. Powers. As far as we know, Mr. Hess. 

Mr. Hess. All right. Now, do you happen to know, Mr. Powers, 
whether or not this contract that had been entered into with General 
Motors was a single source or did they negotiate with any other 
company ¢ 

Mr. Courtney. It is a single source. 

Mr. Powrrs. I believe, Mr. Hess—I am relying purely upon my 
memory—this was a second source, that the original source for this 
type of aircraft was with Republic. 

Mr. Courtney. Republic. 

Mr. Hess. Yes. 

Mr. Powers. As I remember. 

Mr. Hess. Negotiations were not carried on with any other con- 
tractor other than General Motors for a second source ? 
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Mr. Powers. Not as far as we know. 

Mr. Hess. I see. Now, then, let me turn to page 2, or refer you to 

age 2 of your statement. I note from that you say the first 71 planes. 
That was the first phase of the contract? 

Mr. Powers. Yes. 

Mr. Hess. That a profit of 5.9 percent on cost was realized at that 
oint ¢ 

Mr. Powers. Yes, sir. 

Mr. Hess. You say, “We consider the negotiated price of that 
segment to be reasonable.” 

Mr. Powers. Yes, sir. 

Mr. Hess. Now, I note by your figures on the board, which are also 
in your statement, that on the second segment of the 998, that jumps 
up to 19.9 percent ? 

Mr. Powers. That is correct, sir. 

Mr. Hess. From 6 percent—a little better than 3 times the amount 
of profit. And still the contract was redetermined at the time and the 
Air Force agreed to permit them to make almost—a 20 percent profit, 
let’s say. 

Mr. Powers. Well, at the point of negotiation, at which time the 
profit for the retroactive portion, which was based upon incurred cost 

of the contractors—that was 5.9 percent. 

Mr. Hess. That was 5.9? 

Mr. Powers. Which involved a minimum risk on the part of the 
contractor, since it was incurred costs up to that point. 

Mr. Hess. Yes. 

Mr. Powers. Now the profit contemplated concurrently at that 
time on the forward portion of the 228 plane segment, was $7.1 
million. 

Mr. Hess. Yes, sir. 

Mr. Powers. But they actually realized a profit of 19.9 percent or 
$15.9 million. 

Mr. Hess. But, on cost, it was 20 percent. 

Mr. PowERs. I mean the $15,900,000, which was a percentage cost 
of 19.9 percent profit on costs. Actual profit is in dollars. 

Mr. Hess. I see. 

Mr. Powers. And the bottom line is percentages. 

Mr. Hess. I see. Then, in the third phase of it, the 300 planes, 
there was about 19 percent profit. It just dropped 1 percent. 

Mr. Powers. Right, sir. 

Mr. Newman. Right, sir. 

Mr. Hess. The Air Force was in a position to know this tremendous 
percentage of profit, were they not, when they redetermined in that 
second phase—third phase, rather? 

Mr. Powers. All of these were forward pricing, and, if they had 
made an effective examination and review of the contractor’s cost 
proposal, at least $8,332,000 of the profit that they contemplated 

Mr. Courtney. Cost. 

Mr. Powers. I mean $8,332,000 of the projected costs could have 
been further reduced, which would have, in return, reduced his margin 
of actual profits. j 
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Mr. Hess. What was the actual final profit; 12.65 percent? 

Mr. Powers. On the overall contract, it was 12.65 percent. 

Mr. Hess. 12.65 percent. Do you know whether or not the Re- 
negotiation Board is going into this? 

Mr. Powers. It is my understanding, Mr. Hess, that the Renegotia- 
tion Board is renegotiating General Motors Corp. for 1955. 

Mr. Hess. I certainly hope they go into this with a fine tooth comb, 

Mr. Hésertr. Mr. Gavin. 

Mr. Gavin. The question I want toask: You are asking from Gen- 
eral Motors to reclaim, as a matter of principle, that $1,700,000. Why 
didn’t you ask from General Motors, as a matter of principle, to re- 
claim the $7,397,000? There is just as much principle involved in the 
other items as there is in the first item. Why didn’t you ask for the 
full amount ? 

Mr. Powers. Mr. Gavin, we have not asked General Motors at this 
point in time to refund any amounts. 

Mr. Rivers. It was the Air Force. 

Mr. Powers. The Air Force has asked on 3 separate occasions for 
the General Motors, as a matter of principle, to refund the $1,700,000. 

Mr. Gavin. Why? That is the question. Why didn’t they ask for 
the $7,397,000 4 

Mr. Powers. You will recall the fact that the Comptroller General 
of the United States did address a letter to the Secretary of the Air 
Force. 

Mr. Gavin. Why did the Air Force only ask for that amount? That 
is what I want to know. 

Mr. Powers. We don’t know, Mr. Gavin, and we have asked the 
Secretary of the Air Force to make a report. 

Mr. Gavin. Now, the Air Force and the negotiators had access to 
all the information that you furnished us here this morning in the 
final negotiation of the contract ? 

Mr. Powers. That is substantially correct; yes, sir. 

Mr. NewMan. Yes, sir. 

Mr. Gavin. That is substantially correct. The Air Force and the 
civilian negotiators all had access to the information that you fur- 
nished us here today ? 

Mr. Powers. That is correct, sir. 

Mr. Newman. That is right. 

Mr. Gavin. Now, do you have many more—in your examination of 
these contracts, do you have many more of such items as you brought 
here today, because we are in aircraft procurement and we are in en- 
gines. Are all the contracts apaiiel as minutely and as carefully 
as you detailed this to us this morning? And you have done a very 
fine job, I would say. Do you give the same attention—the General 
Accounting Office—to all the contracts ? 

Mr. Powers. Well, on those contracts that we select for review, 
examination, or audit, Mr. Gavin— 

Mr. Gavin. What? 

Mr. Powers. On all those contracts which we select for review, ex- 
amination, or audit, we go into them in the same manner as we have 
in this particular case. 
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Mr. Gavin. You got any more cases like this one? 

You got hundreds of contracts. I recall our hearings last year on the 
aircraft industry. I just wondered if all contracts are given the 
minute and careful attention that this one has been given. Because 
if you do—if you can come up with one where there 1s a differential 
of $7,989,000, it certainly would be interesting to get a review on all 
of the contracts. How did you happen to get this one? In your de- 
partment, do they assign different contracts to you for examination, 
or do you have the overall review of all contracts ? 

Mr. Powers. Well, we would be unable, from the staffing and man- 
power requirement, Mr. Gavin, to review, in the same manner as we 
have here, all of the contracts executed under the 

Mr. Gavin. It would be interesting, though, to examine all of them. 
Maybe it would be advisable for Congress to increase the appropria- 
tions to your department so we could examine all of them. 

Mr. Powers. Yes, sir. 

Mr. Gavin. Not one of them, but all of them. 

Mr. Rivers. Would you favor that? 

Mr. Powers. Providing qualified staff should be made available. 

Mr. Héperr. Mr. Miller? 

Mr. Mitier. No questions. 

Mr. Gavin. Now here on page 8 you say— 





disclosed a clerical error in the original estimate of 1,600 hours per airplane. 
Then you go down and say— 

although the Air Force reduced the contractor’s direct-labor projections by 1,500 
hours. 

If there was an error of 1,600 hours, why would the Air Force accept 
a reduction only to 1,500 hours?’ Why wouldn’t they take the whole 
1,600, if it was an error? 

Mr. Powers. They did not know the error existed in the contractor’s 
proposal at the time that they reduced the contractor’s direct labor. 
They reduced it over and above the error. 

Mr. Gavin. You got direct-labor estimate there of $842,000. I 
should think, in view of the fact that this was a clerical error, it is 
quite evident, that that $842,000 should be returned to the Government, 
just as much as the $1,700,000. I should think that they would have 
requested from General Motors the return of the entire $7,397,000. 
We are doing business with General Motors. No doubt we owe them 
considerable sums of money. After presentation of your case to Gen- 
eral Motors, why don’t you just hold up the $7,397,000 and not pay 
them. What about that! 

Mr. Powers. I think, Mr. Gavin, it would depend upon whether or 
not we have legal authority to take that action. 

Mr. Gavin. Well, it looks to me like you have done a very fine job 
of examining. But I don’t know where the Air Force and the civilian 
negotiators come into the picture, that, after this evidence has been 
submitted, will still permit such a condition to exist, and knowingly 
permit it to exist, and take the reports of General Motors that they 
are not going to do anything about it. I can’t understand quite—— 

Mr. Héserr. I think, Mr. Gavin, the testimony this morning de- 
mands affirmative action on the part of the Air Force, if they are 
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going to take any corrective steps. We have been trying to get these 
matters settled out, and you have been most vigorous yourself in want- 
ing to do something about negotiating. 

Mr. Gavin. I was last year, on the negotiation of these contracts, 
to give them very careful attention. 

Mr. Héperv. Mr. Cunningham. 

Mr. Cunninouam. Mr. ( ‘hairman. Mr. Powers, the testimony you 
have given, assuming it to be correct—I am not questioning your 
statement—reminds me of the man who robbed the bank and used a 

en instead of a gun. However, I don’t want to be critical of General 
Motors to that extent. I think we should get to the bottom of some of 
the preliminaries. 

What, Mr. Powers, is the understanding, if you know, between the 
Air Force contracting officers and the contracting officers of any cor- 
poration, such as General Motors, or anyone else, at the beginning of 
the negotiations for a cost-plus contract’ Is there any understand- 
ing, any statement, or inating as to how they shall deal with each 
other ? 

What I am getting at is: Do they understand when they go in there 
that they will deal at arm’s ler igth or do they repose confidence, and 
has the Air Force the right to ‘rely upon the statements of the con- 
tractor, such as General Motors, that when dealing with the Govern- 
ment on a cost-plus contract, that they will reveal the exact cost and 
not an artificial figure? 

Now, is there a right on the part of the Air Force to rely on that, 
or are they dealing at arm’s length and the General Motors is within 
its rights to simply say, “Well, now, you are the Air Force and 
you are negotiating with us, you look into this and you find it, if you 

can. If you can’t, that is your hard luck.” Now, there are those dif- 

ferent ways of dealing in law, and T would like to know what you say 
we have a right to assume is the position at the beginning in any of 
these cost- plus contract agreements. 

Mr. Powers. Well, before I answer your question, Mr. Cunning- 
ham, there is one point I would like to clarify. That is this: This 
was not a cost-plus-fixed-fee contract. This was a negotiated fixed- 
price contract, with provision for price redetermination at the points 
as shown on the board. 

Mr. Cunntncuam. Then that price redetermination; in order to 
do that on the part of the Air Force, it would have to have the exact 
figures as to the cost to the contractor ? 

Mr. Powers. Right, sir. 

Mr. Cunnincuam. Now, the contractor evidently knew that in 
order for the Air Force contracting officers, in renegotiating, to do a 
just job for the Government, they would have to have the correct 
figures, would they not? 

Mr. Powers. Yes, sir. 

Mr. CunnrncHam. And knowing that, if the contractor, which in 
this case was General Motors, concealed figures that it knew the Air 
Force did not have, then it borders on the element of fraud, did it 
not? 

Mr. Powers. Well 

Mr. Cunnincuam. With that knowledge. It is a question to me, 

of what knowledge they had and the right they had in expecting es ach 
other to do—— 
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Mr. Powers. That area is the same problem we have. For that 
reason, the Comptroller General of the United States has requested 
the Secretary of the Air Force to give us an administrative report 
on the degree to which, among other things, they relied upon the in- 
formation 1 furnished by the contractor 

Mr. CunntncHam. Do you have that report now from him? 

Mr. Powers. No, sir. 

Mr. CunninGHAM. Have you requested it from the Air Force? 

Mr. Powers. Yes, sir. We requested that report on July 8, 1957. 

Mr. CunnincHam. You haven’t received it yet? 

Mr. Powers. We have not received it yet. Now, that report was 
requested when we got a reply from General Motors on the draft of 
our report with his comments on this particular item, as well as on 
our other findings. 

Now, the position of General Motors Corp., Mr. Cunningham, is 
stated in their letter to the Comptroller General of the United States, 
dated June 18, 1957. And as it relates to this point of the known 
errors—or the errors and the known reduction in subcontractor’s 
prices, may I quote from that portion of his reply ? 

Mr. Cunnineouam. Surely. That is what 1 would like to have. 

Mr. Powers (reading) : 


This portion of the proposed report— 





meaning the General Accounting Office report— 


concerns two subjects. The first is the claimed overstatement of $1,700,000 in 
the bill of material submitted just prior to the negotiation of the second-segment 
prices in September 1954. 

The second relates to the right and ability of the contractor to negotiate price 
adjustments required by thousands of engineering changes. 

The contractor’s position with respect to the alleged overstatement of $1,700,000 
was fully set forth in the letter of October 25, 1956, from Mr. John F. Gordon, 
vice president, General Motors Corp., to Brig. Gen. William T. Thurman, USAF, 
Deputy Director of Procurement, Headquarters, Air Materiel Command. 

It is requested, therefore, that a copy of the letter which is attached as exhibit 
D to General Motors should be included in the proposed report— 


which we have done. 


As this letter stated, the contractor was unable to find any basis for a mis- 
understanding of the facts on the part of any of the parties participating in the 
price-negotiation conference of September 1954. 

Furthermore, as the terms of the contract required that the negotiations were 
to be on the basis of price, not on the basis of segregated cost elements, and the 
procedure followed at the conference conformed to this requirement, there was 
no deviation from contracting terms or from negotiating principles. 


In order that you may have full information as to the contractor’s 
position, Mr. Cunningham, I would like to read, with your permis- 


sion the letter that he made reference to in the paragraphs I just 
read. 


This is the letter of October 25, 1956 [reading] : 


DeAR GENERAL THURMAN: In accordance with an understanding reached in 
the meeting on September 26, 1956, at Wright Field, between you and Mr. R. C. 
Mark, General Motors has reviewed the pricing reflected in the second -ement 
of the F—84 airplane contract. 

At the September 26 meeting it was suggested that in this review General 
Motors should consider, as a matter of principle, of a refund of $1,700,000 to 
the Air Force. As a result of this request, a review of the negotiation of these 
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prices has been made to determine whether or not there is an obligation on the 
part of General Motors as a matter of principle or on the contractual basis to 
refund any amount to the Air Force on this contract. 

At the outset of the September meeting, it was recognized that the F-84 
contract was a fixed-price contract, and hence there was no contractual 
obligation to make a refund. 

The review of a request for a refund, therefore, has therefore been directed 
to an evaluation of all the circumstances in connection with the price negotia- 
tion of the second segment of the contract. 

At the time of the negotiation of the second-segment prices in September 1954, 
the Buick-Oldsmobile-Pontiac assembly division used its best judgment in 
arriving at a price equitable to both parties in the light of the conditions existing 
at that time. 

Prices for materials required for the second segment were firm prices, even 
though a substantial number of the items were priced to Buick-Oldsmobile- 
Pontiac assembly division at different figures, as many as three figures, with the 
figure for the first quantity of the segment being the highest and in some in- 
stances being substantially higher than the other figures for the remaining 
quantities of the segment. 

In setting forth the price of an item in the bill of materials, the higher price 
for the first quantity was generally used to protect the division’s position in 
the event of early termination during the period while such prices would be 
effective. 

This was also desirable from the division’s viewpoint in the event of a request 
for redetermination of price prior to completion of the second segment of the 
contract. 

Also, it was recognized that despite firm prices the division might find it 
necessary in the interest of insuring an uninterrupted flow of assembly parts 
and production to make up upward material price adjustments under proper 
circumstances to suppliers, even though such adjustments would result in a 
corresponding reduction of profit. 

In view of these considerations it would be neither practical nor reasonable 
to have priced such items in the bill of materials at a lower average price or at a 
‘lower actual price for any quantity of the second segment. 


In its comments with respect to material costs, the General Ac- 
counting Office refers to the transmittal accompanying the submission 
of the bill of materials and the statement therein that 


The unit prices shown for materials purchased from outside suppliers are firm 
and are supported by purchase orders. 


The report then makes the following comments: 


Acceptance by the negotiators was based upon an audited bill of materials 
according to the minutes of negotiation. 

Generally the prices used in the bill of materials were amounts being used 
to cost material into inventory during the initial 71 planes of the second segment, 
rather than firm unit prices of the material to be supplies for the follow-on 
portion. 

A. Outside suppliers overstated $1,700,000. 

Review of the price bill of materials submitted by the contractor reveals that 
firm prices supported by purchase orders amounted to $1,700,000 less than that 
shown on the bill of materials. 

The report implies that the prices used in the bill of materials representing 
material costs for the initial quantities of planes of the second segment were 
not firm prices. Actual prices were firm for varying numbers of initial planes 
of the second segment, although there were lower firm prices for later production 
of additional quantities. 

The statement in the transmittal was therefore correct. 

Also, from the foregoing comments of the report, there is an implication that 
the statement that such unit prices “are supported by purchase orders” was 
intended as a representation to be relied upon by Air Force representatives with- 
out verification, and that the Air Force representatives did rely on the statement. 
However, the report fails to set forth other facts which show that this was a 
statement of fact, not a representation in the technical sense. 

No mention was made of the following: 1. At the heading of each sheet of the 
bill of materials the caption “Estimated Material Costs” appeared twice. 
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2. In accordance with the provisions of the contract, Air Force representatives 
approved all purchase orders amounting to $25,000 or more. 

3. Although not required by the provisions of the contract, copies of all pur- 
chase orders amounting to $25,000 or more were given to Air Force representa- 
ives. 
ft In accordance with the terms of the contract, all other purchase orders were 
available at all times to Air Force representatives. 

This was the fact situation when the bill of materials was furnished to the Air 
Force representatives, approximately 2 weeks prior to the pricing conference. 

Certainly, on these facts there is no basis for any implication that there was 
any misrepresentation in the statement of the transmittal quoted above, nor 
should any significance be attached to the omission from the statement concern- 
ing unit prices of a qualification to the effect that the prices applied only to 
initial quantities. 

The data submitted were as complete a disclosure as if such a qualification 
were set forth in the transmittal letter, and it was reasonable to expect that the 
Air Force representatives would read the caption on the pages and would at least 
spot check the purchase orders against the estimated prices on the bill of 
materials. 

Finally, it would appear that the Air Force representatives could not have been 
misled in any way and could not have misunderstood the procedure followed in 
estimating the material cost because, according to the comments of the General 
Accounting Office, “Acceptance by the negotiators was based on an audited bill of 
materials, according to the minutes of negotiation.” Further, in the face of the 
reference to an “audited bill of materials” made at the time the negotiations were 
in progress, not months later, is it reasonable to assume that the negotiators 
merely reviewed the bill of materials and did not make any check against the 
copies of the purchase orders in the possession of the Air Force? 

Mr. Cunnrneuam. I thank you for reading that. It clears up a 
lot. 

Would you say that from those two communications that you have 
just read from, that the General Motors Corp. was aware of the 
fact that the Air Force negotiators were not aware of all of these 
costs, and knowing that they did not know still failed to give them 
the information? Would you go that far? 

Mr. Powers. No, sir. 

Mr. CunNNINGHAM. That is all, Mr. Chairman. 

Mr. Heéserr. Mr. Bates. 

Mr. Bares. The hour is getting a little bit late here, Mr. Chairman. 
All of this is subject to renegotiation, isn’t it, Mr. Powers? 

Mr. Powers. Yes, Mr. Bates. 

Mr. Bares. Well, pretty strong language has been used here in 
characterizing this transaction. In view of the fact. that these pur- 
chase orders had been provided and in view of the fact that they were 
subject to redetermination and in view of the fact that it was subject 
to further renegotiation and in view of the fact that here apparently 
General Motors stated that this is alw ays the policy or generally the 
policy which it follows, if you were an employee of General Motors 
would you consider this to be a highhanded way of doing business, 
or would you have operated in this particular way; if you were the 
comptroller for General Motors do you think this would have been 
a fair way of presenting this or would have been highhanded? Or 
do you think it was a good business practice? 

Now, they contend that it is. You have evaluated the thing much 
more fully than we have. We have only had a cursory glance at 
this, in spite of the fact you made an excellent presentation here 
and an excellent brief. What would your feeling be if you were an 
employee of General Motors? Would you construe this to be high- 
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handed, or would you construe this to be a good way of doing busi- 
ness, and particularly in view of the checks and balances which the 
Government have or should have? 

Mr. Powers. Well, I don’t know that I am able to answer your 
questions, Mr. Bates. But I would say this at least. As far as I 
am concerned, I think if there had been an adequate review of the 
contractor’s proposals—and we have no way of knowing until we have 
received a report from the Air Force, that these were clerical errors 
or misstatements. Certainly, I am not aware of any evidence that 
was developed that shows there was an intent there on the part of the 
contractor to purposely overstate this. 

Let’s put it this way. As I would see it, there is a duty and obliga- 
tion on the part of the contractor to furnish adequate ‘and accurate 
information in accordance with the terms and provisions of the con- 
tract, and to make an open disclosure of what those incurred costs are 
up to the redetermination point as required by the contract. And I 
think the Government has a duty and obligation itself to review ade- 
quately the contractor’s proposal. 

Now, as I mentioned, Mr. Bates—I am not sure you were here at 
the time—the Comptroller General feels that there is serious ques- 
tion as to the legal validity of whether or not the contractor was 
entitled to receive and retain this amount, until he gets all the facts 
and administrative report from the Air Force. 

Mr. Bares. In other words, there appears to be a question ? 

Mr. Powers. Yes, sir. 

Mr. Bares. It is not a question of fact in his judgment at this time, 
until he receives all the information ? 

Mr. Powers. That is correct, Mr. Bates. 

Mr. Bares. Just one other point here. Apparently this procedure 

followed generally by General Motors, in submitting the highest 
figure, in considering the reasons which they gave later on. 

Mr. Newman. That is right. 

Mr. Bares. So this policy not only applies to this case, but it is the 
general practice of General Motors. Is this the first time that this 
has been uncovered ? 

Mr. Powers. This is the first time that we have run into this 
practice, Mr. Bates. 

Mr. Rivers. With this contract or any contract. 

Mr. Gavin. Will the gentleman yield ? 

Mr. Bares. Yes. 

Mr. Gavin. The gentleman did say, though, that the Air Force and 
the negotiators did have all this information available; is that right? 

Mr. Powers. He said they had information available as to the fact 
there were lower prices in existence. 

Mr. Gavin. Well, they had the information. Then who is the re- 
sponsible—where does the responsibility lie? With the negotiators 
who accepted the proposals of General Motors or do you feel the Air 
Force negotiators are responsible for not having negotiated this con- 
tract for the benefit of the Government? 

Mr. Newman. You could say this, that the negotiators had just as 
much information as we had. This is not second guessing. Our 
audit is not a second guess. 

Mr. Gavin. No. 
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Mr. Newman. It is based on information that was available at the 
negotiation date. 

Mr. Gavin. Then the negotiators should have held out? 

Mr. Newman. Right. 

Mr. Gavin. If they had all the information that you presented to 
us this morning, the responsibility, I would say, is there, that they 
should have negotiated and held a determined position that the final 
conclusions were not satisfactory to the Air Force and not have ac- 
cepted General Motors’ decision. What would you say to that? 

Mr. Newman. If they didn’t have the information 

Mr. Gavin. You say they did have everything that was presented 
here, as oe listened to the testimony this morning. 

Mr. Newman. Even if there were certain things that they didn’t 
have at the negotiation table, they should have m: ade preparations to 
get these mater rial costs. 

Mr. Gavin. Get the information. 

Mr. Newman. Before the negotiations were planned. 

Mr. Gavin. It would all have been available to them if they sought 
out the information ¢ 

Mr. Newman. Just as available as it is to the General Accounting 
Office. 

Mr. Bares. So if the Air Force had looked into this matter, we 
wouldn’t be here today ? 

Mr. Powers. That is correct, Mr. Bates. 

Mr. Bares. So as far as General Motors actually withholding any 
information or doing something under the table, that is an inference 
we should not draw from the facts which you have presented to us, 
is that correct ? 

Mr. Newman. No, that is not true. 

Mr. Bares. Weil, do you want to comment on that? 

Mr. Newman. Acti ially, we have a presentation here made and we 
have to assume it is in good faith. General Motors presented these 
figures. They said they were firm. Our audit of the records indi- 
cate that the prices st ated in the proposal were not the firm prices 
they had with subcontractors. For example, on the first small portion 
of the plane, the subcontractors had experienced costs. And as a re- 
sult of that experienced cost, that is why Vendo dropped from $1,500 
to $400. 

That is not the only case. There are other cases like that, to make 
up the $1,700,000. 

Now it appears to us, from a meeting of the minds across the table 
that when a contractor in good faith “makes a statement that these 
are firm prices, without going to an inordinate amount of auditing 
that may take months and months, you rely upon those things. In 
this case I would say the General Motors presentation was not in 
accordance with their books and records at the time of negotiation. 

Mr. Bares. Apparently they presented two figures, the covering 
sheet which indicated they were firm, and the detailed sheet indicating 
they were estimates? 

Mr. Newman. No. 

Mr. Bares. That is the letter you just read. 

Mr. Powrrs. According to the General Motors position, the col- 
umns were headed estimates, but the transmittal said these prices were 
firm and were supported by purchase orders. 











9600 STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 


Mr. Bares. Now from the point of view of the Government, this is 
still subject to renegotiation. Most of the contracts were covered in 
1955 and have not been renegotiated, as yet ¢ 

Mr. Newman. That is right, sir. 1955 is now being considered. 

Mr. Powers. I believe the actual production under this contract, 
Mr. Bates 

Mr. Heserr. All right, Mr. Osmers. 

Mr. Osmers. I think he is answering a question. 

Mr. Powers. ‘The contract, you know, was signed in April 1952. 
The 7ist airplane, which is under the first segment, was delivered in 
August of 1954. Most of the deliveries actually were made in the first 
5 months of 1955. 

Mr. Hésert. Mr. Osmers. 

Mr. Osmers. Mr. Chairman, how long are we going to run? 

Mr. Hésert. We will run until the second bell rings for the rollcall. 

Mr. Osmers. All right. Mr. Powers, I think you have made an 
excellent statement, and I am also glad to notice in it that the Air 
Force has instituted action in training and related fields that will lead, 
we hope, to a better situation there. 

Now, in view of the fact that the contract, as I understand it, is 
still subject to the action of the renegotiation board, and that you 
have looked into it, will the Government suffer any loss in the final 
analysis here ? 

Mr. Powrrs. Mr. Osmers, I would say this, that in order to be sure 
that the Government has or will exhaust all possible means with 
respect to this particular contract, the Comptroller General at the 
same time he submitted the report to the Congress transmitted copies 
of the report to the Chairman of the Renegotiation Board. 

Mr. Osmers. All right. 

Mr. Powers. It is our understanding that current renegotiations 
with General Motors are now going on, with the Renegotiation Board, 
and the corporation. Certainly as to what matters or action is taken 
with respect to that area would be within the province and jurisdic- 
tion of the Renegotiation Board. 

Mr. Osmers. Well, it is reasonable to assume that upon notice from 

the Comptroller General that the Renegotiation Board will protect 
the interest of the Government ? 

Mr. Powers. Yes, sir. 

Mr. Osmers. Now, I want to ask you this: I assume you are an 
auditor ? 

Mr. Powers. Yes, sir. 

Mr. Osmers. And you know the size and general character of the 
General Motors C orp., and the number of contracts which they have 
with the Government. Do you really feel, Mr. Powers, that a corpora- 
tion of that size and character would be foolish enough to attempt 
to add to their profits in this particular way, in connection with 
$1,700,000? Does this fall into a pattern of operations as you have 
noticed corporations in that general field, considering that it is all 
open to your review, to the review of the Negotiation Board, to the 
stockholders, if you will, of the corpor ation—— 

Mr. Powers. Well—— 

Mr. Osmers. This is a public-owned corporation. Do you honestly 
feel that this was a policy on the part of this corporation ? 
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Mr. Powers. I would have no basis for stating, Mr. Osmers, that 
this was a policy on the part of the corporation. On the basis of our 
findings, and the evidence that was available to us—it could have 
been a mistake, a clerical error 

Mr. Osmers. Does it make any intelligent business sense? 

Mr. Powers. No, sir. 

Mr. Osmers. These people have a reputation of being pretty smart 
in business, and this would be the most stupid action that they could 

ossibly take; isn’t that correct ? 

Mr. Powers. That is right. 

Mr. Osmers. All right. Now, Mr. Chairman, I want to say a few 
words about the activity of the committee. 

In the first place, I think this committee has started to become a 
headline hopping expedition. We are halfway through an investi- 

ation into Curtiss-Wright and its relationships with the Government. 

his is a matter that has gone on for some years. We expected to 
conclude this matter here. I notice that every time an intemperate, 
unsupported charge is made, such as fraud or dishonesty, that the 
gentlemen and ladies of the fourth estate grab their pencils and write 
madly. I think that some of the Members of Congress who have 
been so critical of the Supreme Court for curbing the activities of 
congressional committees should take heed that we are pretty far 
away from our mark, without hearing both sides of the case, to im- 
pugn the honesty and the character of various people doing business 
with the Federal Government. 

I own no stock in General Motors, and don’t ever intend to. I don’t 
think they are any better or any worse than anybody else. But to 
claim that a publicly owned corporation like that is engaged in fraud, 
for $1,700,000, when all of those operations are going to be examined 
and reexamined, again, by us, by the Comptroller General, and by the 
Renegotiation Board, seems to me to be a great abuse of the privi- 
leges we have here in calling people before us. 

And I hope that we will get on a subject, that we will conclude 
the subject, and that we will not be so concerned with trying to make 
a headline with charges against people who cannot defend themselves, 
and who haven’t yet been given an opportunity to confront our ques- 
tions here in this committee room. 

Mr. Héserr. Now, Mr. Osmers, I may say to you this, that the 
record of this committee speaks for itself. 

Mr. Osmers. It sure does. 

Mr. Hépert. Its history of 8 years and its accomplishments, long 
before the gentleman became a member of this committee, stands as a 
testimonial to this committee. 

Mr. Osmers. I am sure there must be many scrapbooks that testify 
to that. 

Mr. Héperr. And the gentleman is entitled to his own opinion and 
can conduct himself in any way that he sees fit. 

The chairman will retain his right to conduct himself and the af- 
fairs of this committee in the manner in which he considers it con- 
ducive to the best interest of the Government. This commiitee is not 
a headline-seeking committee, and never has been one. 

As far as my own statements, I don’t think that they are intem- 
perate, but it does not make much difference here what my opinion 
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is, or compared to the gentleman’s opinion, either. But I assure the 
gentleman will continue to conduct it as long as I am chairman in 
the manner in which I think it in the best interest of the Govern- 
ment. 

In particular reference to the General Motors situation here, I 
think the letter which Mr. Powers read was quite enlightening, and 
I came away with the thought of perhaps making this statement— 
practicing law without the benefit of a license: that the policy of Gen- 
eral Motors with the Government is caveat emptor—“let the buyer 
beware.” If you catch him, it is all right. If you don’t, it is to their 
benefit. 

Now, I don’t intend to allow this committee to become a committee 
of haranguing among the members. As I tell the gentleman, he can 
make any comment he wants, any statement he wants. I would sug- 
gest his observation just now was certainly given to some good head- 
line seeking. 

Mr. Hardy. 

Mr. Harpy. Mr. Chairman, I wanted to raise one question about 
this matter of renegotiation that has been somewhat discussed. 

Are negotiations—and, Mr. Powers, I would like to have your com- 
ment on this: The Renegotiation Board, as I understand it, is con- 
cerned only with excess profits and not with price redetermination ; 
is that correct? 

Mr. Powers. Yes, sir. 

Mr. Harpy. There is a pretty wide distinction between price re- 
determination and renegotiation ; isn’t that so? 

Mr. Powers. Right, sir. 

Mr. Harpy. And, as a matter of fact, if you get into the question 
of renegotiation and a study of excess profit based on total General 
Motors operations—and I believe that is the procedure that is fol- 
lowed, is it not? 

Mr. Powers. T!iat is my understanding, but I don’t know for sure, 
Mr. Hardy. 

Mr. Harpy. So that if you get into renegotiation based on total 
operations, the amount that would be involved in a single contract 
of this kind would be lost in the shuffle; isn’t that about correct, as 
an auditor? 

Mr. Powers. It could be, but I wouldn’t be in a position to say. 

Mr. Harpy. You don’t know whether it would or it wouldn’t? 

Mr. Powers. No, sir. 

Mr. Harpy. As a matter of fact, if this is the rule rather than the 
exception, why, the chances are renegotiation might bring out some 
rather serious excess profits and result in substantial recoveries, but 
unless this is an overall policy of the corporation, to make this kind 
of profits on Government business, the return from renegotiation 
would be relatively small, percentagewise, on this contract. Is that 
a fair observation, or isn’t it, do you know ? 

Mr. Powers. I don’t know, Mr. Hardy. 

Mr. Harpy. All right. Now, Mr. Chairman, I have one matter. 

The witnesses discussed certain correspondence which the General 
oe Office had had with General Motors, and particularly 

Cadillac, with respect to the furnishing of records pursuant to the 
clause that is required to be put in the contract to authorize GAO to 
make such inspections. 
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Mr. Chairman, I would suggest that we have those submitted for 
the record. 

Mr. Héserr. The letters he read from, Mr. ran 

Mr. Harpy. No. The ones he has not rea The letters with re- 
spect to the furnishing of information ae the books of General 
Motors. 

Mr. Héserr. You will furnish them for the record, Mr. Powers? 

Mr. Powers. Mr. Hardy, I will be glad to furnish for the record the 
Comptroller General’s letter of April 26, 1957, to Mr. Harlow H. 
Curtice, president of General Motors Corp., to which was attached 
copy of a letter from Mr. W. E. Medcalf, resident comptroller, Cad- 
illac Motor Car division, Cleveland ordnance plant, in which he 
questioned the right of representatives of our office to have access 
to records of that company pertaining to contracts and subcontracts 
which have not been completed. 

Mr. Harpy. I think you mentioned another letter, also. 

Mr. Powers. I also will be glad to furnish, Mr. Chairman, a copy of 
our followup letter, signed by the Comptroller General of the United 
States, dated June 3, asking Mr. Curtice when we may expect to 
receive a reply to the Comptroller General’s original letter of April 26. 

I also will be glad to restate for the rec ord that on July 9, 1957, 
Mr. Robert F. Keller, assistant to the Comptroller General, called Mr. 
Henry M. Hogan, general counsel of General Motors Corp., to ascer- 
tain why we had not received a reply to both of the aforementioned 
letters. Mr. Hogan advised Mr. Keller that he was not familiar with 
the matter, but that he would check into it and would call Mr. Keller 
before the end of the week, which would have been July 11, 1957. 

Mr. Héserr. Without objection, the correspondence is received in 
the record. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
April 26, 1957. 
Mr. Hartow H. Curricr, 
President, General Motors Corp., General Motors Building, 
Detroit, Mich. 

Dear Mr. Curtice: Attached is a copy of a letter from Mr. W. E. Medcalf, 
resident comptroller, Cadillac Motor Car division, Cleveland Ordnance Plant, 
Cleveland, Ohio, dated March 28, 1957, subject: Contract Nos. DA—20—089-ORD-— 
2931 and DA-33-019-ORD-2017, to the regional manager of the United States 
General Accounting Office, Cleveland, Ohio, questioning the right of representa- 
tives of our office to have access to records of your company pertaining to con- 
tracts and subcontracts which have not been completed. 

The attached letter states that the legal staff of your company had advised 
that the right of the Comptroller General of the United States or his representa- 
tives to have access to and examine contractors’ records under Public Law 245, 
dated October 31, 1951, commences only upon completion of the contract or 
subcontract. It cites as the basis for its opinion that under cost reimbursable 
and price redeterminable contracts Government contracting officials may avail 
themselves of the services of their administrative auditors during perform- 
ance of the contracts, and therefore the services of the General Accounting Office 
are not required to safeguard the Government’s interests. It further states that 
there is no need for either the military audit agencies or the General Accounting 
Office to review costs incurred during the performance of negotiated firm fixed- 
price contracts not subject to price redetermination. It concludes that the 
role of this office is safeguarding the Government’s interests after the contract 
has been completed and the auditing services of the procuring agency cannot 
be utilized. 

The role and responsibilities of the General Accounting Office are much 
broader than the after-the-fact supplement to the audit performed by the pro- 
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curing agencies suggested by the attached letter. Under our broad responsi- 
bilities relating to examining expenditures of Government funds and related 
activities, one of our objectives in contractual matters is to ascertain how well 
the Government agencies and contractors fulfill their respective financial 
responsibilities to the Government. This, of course, includes examination of the 
negotiations of contract prices and the related proposals, representations, and 
underlying data as well as examination of the operations during the performance 
of the contracts. 

In recognition of our function in this regard, Congress enacted Public Law 
245, approved October 31, 1951 (65 Stat. 700), which amended section 304 of the 
Federal Property Act of 1949 (40 U. S. C. 471), and section 4 of the Armed 
Services Procurement Act of 1947 (62 Stat. 23), by adding a subsection to each 
as follows: 

“(c) All contracts negotiated without advertising pursuant to authority 
contained in this act shall include a clause to the effect that the Comptroller 
General of the United States or any of his duly authorized representatives 
shall (until the expiration of 3 years after final payment) have access to and 
and the right to examine any directly pertinent books, documents, papers, and 
records of the contractor or any of his subcontractors engaged in the perform- 
ance of and involving transactions related to such contracts or subcontracts.” 

An examination of the legislative history shows that the 3-year time limita- 
tion in the statute was established through an amendment introduced by Con- 
gressman Burton. In introducing the amendment, Congressman Burton 
stated : 

“Mr. Burton. Mr. Chairman, I offer an amendment, which I send to the 
desk. 

“The Clerk read as follows: 

“*Amendment offered by Mr. Burton: On page 2,, line 2, after the word 
“shall”, insert the following: “Until the expiration of three years after final 
payment.” ’ 

“Mr. Burton. Mr. Chairman, the amendment offered is not intended to re- 
strict the act but simply to clarify and to write into the bill the well-estab- 
lished principle of a time limitation. By writing this into the bill there can 
be no misunderstanding as to the intent of Congress and this will eliminate the 
uncertainty of how long records must be kept. It will also tend to serve as 
notice on contractors that they are expected to preserve their records for this 
period of time. Contracts of this kind are frequently financed through banks 
and if we remove uncertainties we implement credit and so aid production.” 

From the above it is apparent that the only purpose of the amendment was 
to establish a specific date or period of limitation beyond which the General 
Accounting Office would have no right to examine the contractors’ or subcon- 
tractors’ books, documents, papers, and records. 

The position of the General Accounting Office is that under Public Law 245 
the right of representatives of this office to obtain access to and examine records 
pertaining to contracts and subcontracts begins at the time such contracts and 
subcontracts are awarded and continues until the expiration of 3 years after final 
payment. To our knowledge it has never been contended that the law should be 
interpreted or that the Congress intended otherwise. There is nothing in the 
language of the act itself which would warrant such an interpretation and 
the interpretation stated in the attached letter of the examination of records 
clause incorporated into contracts with General Motors Corp. pursuant to Public 
Law 245 is not supported by the legislative history of the statute or any other 
legislation relating to the functions and responsibilities of the General Account- 
ing Office. 

As you know, the limited sources of supply and the inability to prcdict 
the cost of producing many items required for military purposes, particularly 
the newer developments, makes it impracticable in many instances for the Gov- 
ernment to award its contracts on a formal advertised competitive-bid basis. 
As a consequence, it is necessary in these instances to use negotiated contracts 
which are priced on the basis of actual or estimated cost. Since prices are 
based primarily on costs and since the contracts cannot be awarded on the 
basis of full and free competition under edvertised bid and award procedures, 
which is the preferred method of Government procurement, the Congress has 
authorized the agencies to place such contracts by negotiation under the cire 
cumstances specified in the Armed Services Procurement Act of 1947. 
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Along with such authorization, the Congress has provided for the examina- 
tion by the General Accounting Office of contractors’ records relating to these 
types of contracts. As indicated above, this interest of the Congress in nego- 
tiated contracts stems from the lack of full and free competition and from the 
Government’s participation in the costs incurred under negotiated contracts. 
Correspondingly, the Congress is interested in the efficiency with which those 
contracts are performed and the reasonableness of the contract pricing data, 
which includes not only experienced costs, but also estimates of future costs. 
Although prime responsibility for the evaluation of these matters rests with the 
contracting agency, the Congress has charged the General Accounting Office 
with responsibility for reviewing the agencies’ discharge of their responsibil- 
ities, and has expressly provided by Public Law 245 that the General Account- 
ing Office has the right to examine the contractors’ record relating to con- 
tracts awarded by negotiation procedures. 

Further, we believe it is implicit that in meeting its responsibilities the 
General Accounting Office must have access to contractors’ records during the 
period of contract performance as well as after contracts are completed. A 
major objective of our reviews of negotiated contracts is to review and evaluate 
the contractors’ operations and the procedures followed by the military services 
in awarding and administering negotiated procurement contracts, calling at- 
tention to matters which may require correction. Our reviews thus may he 
expected to result in greater efficiency and economy in expenditure of Govern- 
ment funds for military procurement, but the extent of benefits derived from 
these reviews is dependent on timely determination of the specific areas of weak- 
ness and prompt corrective action. Postponing our review until after contract 
completion, or for several years in many instances, would wnnecessarily delay 
recognition of deficiencies in contract award, administration, and operation and 
result in losses to the Government which are undesirable and avoidable. 

With regard to the contention that the role of the General Accounting Office 
in safeguarding the Government’s interests was not intended to be utilized 
under a negotiated contract until after completion because the contracting 
officer has available to him the auditing agencies of the armed services, the 
legislative history of the Budget and Accounting Act of 1921 (31 U. S. C. 41), 
which established the General Accounting Office, clearly shows that the Con- 
gress was convinced that it should have an agency of its own through which it 
could assure an effective and independent audit of the executive agencies. In 
the development of audit programs to carry out these statutory responsibilities, 
the General Accounting Office representatives review and evaluate the scope 
and effectiveness of the contract audit performed by the executive agencies in 
order to eliminate, to the fullest extent practicable, the duplication of audit 
effort. Also, in some instances, a similar review of independent audits performed 
by the contractor’s internal auditors and public accountants has resulted in a 
curtailment of the scope of our work and a reduction in the man-hours required 
to conduct our examination at the contractor’s plant. 

On the basis of the foregoing, our office must insist upon examining the records 
of General Motors Corp. relating to negotiated contracts which have not been 
completed. Accordingly you are requested to advise us within 30 days with 
respect to granting permission to make such examination. 

Very truly yours, 





Comptroller General of the United States. 
Attachment 


CADILLAC Motor CAR DIVISION, GENERAL Motors CorpP., 
CLEVELAND ORDNANCE PLANT, 
Cleveland, Ohio, March 28, 1957. 
Subject: Contract Nos. DA—-20—-089-ORD-2931, DA-33-019-ORD-201T. 
GENERAL ACCOUNTING OFFricr, 
Regional Office, 600 Marshall Building, Cleveland, Ohio. 
(Attention of Mr. M. R. Beeman, Regional Manager.) 

GENTLEMEN: Your letter of February 12, 1957, requesting that pertinent 
records and information from the subject contracts as well as all other nego- 
tiated contracts and subcontracts be made available for review was received. 
Among other things, you stated that your request was based on the “examina- 
tion of records” clause included in the aforesaid contracts and subcontracts. 
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As a result of this request, access to all pertinent records and information 
under completed contracts and subcontracts has been granted. It is my further 
understanding that your request encompasses current active contracts. 

I have discussed this question of the availability of records under active con- 
tracts with our legal staff. The legal staff advised that they interpreted the 
“examination of records” clause and Public Law 245, 82d Congress, 1st session, 
to the effect that the right of the Comptroller General or his representatives com- 
menced with the completion of the contract and extended for a period of 3 years 
after final payment. The basis of this opinion is that the contracting officer 
under price-redetermination type of contracts or cost-reimbursement type of con- 
tracts has available to him the auditing agencies of the armed services during 
the performance of the respective contract. On the other hand in a fixed-price 
contract not subject to price redetermination, he has no need for such audit sery- 
ices since the interests of the Government are protected in the initial pricing 
negotiation and not affected by costs incurred in the performance of the con- 
tract. Therefore, the role which the General Accounting Office plays is the safe- 
guarding of the Government’s interests when the contract has been completed and 
the auditing services of the procuring agency cannot be utilized. 

In the discussion of this matter with the legal staff, I was requested also to 
advise you that we will consider any authorities which you care to submit to us 
in support of the position that the General Accounting Office is entitled to have 
access to active contract records. 

May I suggest that if you are interested in discussing this matter further or 
in submitting the legal basis for your position, that you do so at your earliest 
convenience so that this matter can be resolved to our mutual satisfaction. 

Very truly yours, 
W. E. Mevoatr, Resident Comptroller. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, June 3, 1957 
Mr. Hartow H. Currvice, 


President, General Motors Corp., 
Detroit, Mich. 

Dear Mr. Curtice: Reference is made to my letter of April 26, 1957, concerning 
the examination of the records of the General Motors Corp. relating to Govern- 
ment negotiated contracts which have not been completed. In my letter, it was 
requested that you inform us within 30 days of your position in the matter. 

Since no reply has been received, you will please advise me as to the date I may 


expect a reply to my letter. 
Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 

Mr. Powers. I would also like, with your permission, Mr. Chair- 
man, for the record, to clarify one point that Mr. Osmers mentioned. 

Nowhere in our report is any representation of a fraud made. 

Mr. Osmers. I was careful to note that. 

Mr. Harpy. Mr. Chairman, since he made that observation, I want 
to make this observation about my own remarks in that regard. 

Insofar as I am concerned in my personel observation of what 
constitutes honesty or dishonesty, any company, any individual, any 
person who sul bmits statements with respect to past actions in sup- 
port of a negotiation for a future price and states that it is a firm 
figure, has committed dishonesty in my views. 

Of course, I want to hear every side ‘of it. I want to hear.all angles 
of it. 

Mr. Heverr. Mr. Rivers. 

Mr. Rivers. Has General Motors submitted, in this contract which 
you volunteered with Cadillac—have they submitted to investigation 
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of their records on the identical facts before they discovered that 
under the statute they didn’t in their opinion have any reason to 
submit? Do you understand my question? 

Mr. Powers. No, sir; I don’t. 

Mr. Rivers. Have General Motors submitted to the request by you 
on the identical facts until they found out the provisions of this 
statute to which they referred ? 

Mr. Powers. We had previously, Mr. Rivers, reviewed some of 
General Motors other operations. So far as we know, this is the first 
time in which the legal authority of the General Accounting Office was 
questioned with respect to w hen after a Government contract is signed 
we could examine into that contract. 

Mr. Rivers. Now, if this thing is upheld, what will be the position 
of the General Accounting Office in the future on your procedural 
questions? Will it revolutionize them, or throw them into chaos? 
What will happen to your procedures ? 

Mr. Gavin. Make it brief because we have to go. 

Mr. Powers. If there is any problem whatsoever. in my opinion, 
on our ability to enforce the provisions of this particular statute, it 
would jeopardize our entire audit and right to perform our statutory 
responsibility. 

Mr. Héserr. All right, Mr. Gavin. 

Mr. Gavin. You brought this case to our attention of General 
Motors. Now, are you going to bring us any other cases? Is the 
Comptroller General going to present other cases to us at this time? 

Mr. Powers. As the chairman and this committee knows from our 
previous testimony, the Comptroller General of the United States 
has taken action to extend and accelerate our activities into the re- 
view and examination of negotiated type contracts. As soon as our 
reviews and examinations are completed, and reports are prepared 
on them, they will be promptly brought to the attention of the Con- 
gress for consideration. 

Mr. Gavin. Thank you. 

Mr. Hénerr. The c ommittee will stand in recess until next Monday 
at 10 o’clock. 

Mr. Courrney. Thank you very much, Mr. Powers. 

(Whereupon, at 12:18 p. m., the subcommittee adjourned.) 
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FRIDAY, JULY 26, 1957 


House or REPRESENTATIVES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
House ArMep Services COMMITTER, 
Washington, D. C. 
EXECUTIVE SESSION 


The subcommittee met at 10 a. m. in executive session, Hon. F. 
Edward Hébert presiding with the following members of the subcom- 
mittee present: William E. Hess, Leon H. Gavin, L. Mendel Rivers, 
Paul Cunningham, William H. Bates, Porter Hardy, Jr., Frank C. 
Osmer, Jr., George P. Miller. 

By unanimous consent the subcommittee authorized the chairman 
to communicate with the president of General Motors Corp. concern- 
ing the refusal of that corporation to allow representatives of the 
Comptroller General of the United States to have access to and examine 
books of the corporation relating to Government contracts and in 
particular contracts relating to the Cadillac division. 

In pursuance of that authority and direction the following tele- 
gram was sent: 

JULY 26, 1957. 
Hartow H. Currice, 
President, General Motors Corp., 
Detroit, Mich.: 

Subcommittee for Special Investigations, House Armed Services Committee, 
authorized by House Resolution 67, 85th Congress, has been advised by Comp- 
troller General of United States that your company has refused access and 
examination of your corporation’s books and records relating to Government 
contracts currently being performed by divisions of General Motors Corp. Par- 
ticular instance relates to Cadillae division. Subcommittee requests your appear- 
ance to hear your company’s position and policy on this subject and matters 
related thereto. Advise by return wire your availability. 


F. EpwaArp HEBERT, 
Chairman, Subcommittee for Special Investigations. 


The following answer was thereupon made by the president of 

General Motors Corp. : 
JULY 26, 1957. 
Hon. F. Epwarp H&BERT, 
Chairman, Subcommittee for Special Investigations, House Armed Services 
Committee, Old House Office Building, Washington, D. C.: 

My secretary has communicated to me the contents of your telegram of this 
date. I have also been advised of the fact with respect to the issue between the 
Comptroller General an‘ our Cadillae division involving the availability of books 
and records relating to a Government contract currently being performed by 
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that division. However, I had no knowledge of these facts prior to today, 
except possibly the receipt of the letter dated April 26, 1957, addressed to me 
by the Comptroller General. I have no present recollection of the receipt of 
that letter. In the normal course it would have been referred initially by a 
member of my office staff or myself to Cadillac division or the general counsel 
for reply or for further consideration by me or for subsequent consideration by 
me if that were deemed necessary. 

I am told that this is a four-page letter dealing with a legal issue and inter- 
pretations of the statutes relating to the availability of records of Government 
contractors for this reason apparently the letter was referred to our general 
counsel. I did not sce the followup letter of June 3, but I was told it was sent 
directly to the general counsel by a member of my office staff. I am now advised 
that yesterday the general counsel, who left on a business trip to the West Coast 
this morning prepared a reply to the April 26 letter which was mailed to the 
Comptroller General this morning. This letter I am informed after stating 
certain facts concludes with a statement “if, despite the foregoing you still feel 
that the performance of your duties requires you to conduct at this time an 
audit of partially completed contract DA-33-019-Ord-—2017, we are agreeable 
that you come to the Cadillac Cleveland ordnance plant and conduct such audit 
of this contract as you may deem necessary.” 

I have given instruction to have copy of that letter delivered to you by our 
Washington office tomorrow morning. 

I know of no request made by or on behalf of the Comptroller General upon 
any other division of the corporation for access to and examination of their 
books and records relating to Government contracts currently being performed. 
If the Comptroller General desires such access or examination of any such 
records and so advises us the records will be made available. 

The foregoing represents the only information that I can present on the matter 
and accordingly I feel I could not make any further contribution by appearing 
before your committee. However if you feel otherwise, I shall be returning from 
my vacation in New England to Detroit on August 5, after which a mutually 
acceptable date for my appearance can be arranged. 

My secretary is being authorized to sign this telegram to you over my signature. 


HAR Low H. Currice, 
President, General Motors Corp. 


The chairman of the subcommittee thereupon sent the following 
telegram: 
JULY 29, 1957. 
Mr. HArtow H. Currice, 
President, General Motors Corp., 
Detroit, Mich. 
Your telegram in response to mine is acknowledged with your decision to make 
available to Comptroller General, Government contract records of Cadillac divi- 
sion and agreeing that all books and records relating to Government contracts 
in any other divisions will be available on request. Comptroller General is 
being so advised today. 
F. Epw. H&sert, Chairman. 


The telegram of the General Motors Corp. has been communicated 
to the Conepenenet General of the United States. 
(The following letter was received from the Comptroller General :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, August 21, 1957. 
Hon. F. Epwarp H&BERT, 


Chairman, Subcommittee for Special Investigations, Committee on Armed 
Services, House of Representatives. 

Dear Mr. CHAIRMAN : Thank vou for vour letter dated August 20, 1957, advising 
of the exchange of telegrams between the president of General Motors Corp. and 
yourself concerning the failure of one of the divisions of the General Motors 
to permit access to its books and records by the General Accounting Office. 

I want you to know that we greatly appreciate the assistance rendered by your 
subcommittee in bringing this matter to a satisfactory conclusion. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States, 


_ 


lay, 
me 
of 
ya 
sel 
by 


ter- 
ent 
oral 
sent 
ised 
vast 

the 
ting 
feel 
an 
able 
udit 


our 


pon 
heir 
ned, 
such 
itter 
ring 
rom 
ally 


ure, 


nake 
divi- 
racts 
al is 
m., 


ated 
al:) 


yy 
a7. 
ed 


ising 
. and 
otors 


your 


eR, 


STUDY OF AIR FORCE CONTRACT AF33(038)-18503, 
GENERAL MOTORS CORP., BUICK-OLDSMOBILE-PON- 
TIAC ASSEMBLY DIVISION 


THURSDAY, AUGUST 15, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., the Hon. F. Edward Hébert, 
chairman of the subcommittee, presiding, with the following members 
present: Mr. Gavin, Mr. Rivers, Mr. Cunningham, Mr. Bates, Mr. 
Hardy, Mr. Osmers, Mr. Miller, and Mr. Arends. 

Mr. Héserr. The committee will be in order. 

Mr. Courtney, we have invited representatives of General Motors to 
be here today. Do you know if they are here? 

Mr. Courrnry. We have a response from General Motors. Are 
you 

Mr. Power. This is Mr. Gordon. My name is Power. 

Mr. Courtney. You are Mr. John F. Gordon, vice president of Gen- 
eral Motors? 

Mr. Gorvon. That is right. 

Mr. Power. Yes, sir. 

Mr. Courtney. Buick-Oldsmobile division ? 

Mr. Power. That is right; my name is A. F, Power, assistant general 
counsel. 

Mr. Courtney. Of General Motors Corp. ? 

Mr, Power. General Motors Corp. 

Mr. Héverr. Gentlemen of General Motors, I address myself to you 
now. I just want the record to show this. I am addressing this to 
you. The purpose of inviting you here today is for you to listen 
firsthand to the testimony which will be offered by the staff of this 
committee, and the deductions and conclusions reached by the staff. 
After the present: ation by the staff, I want you to feel free to come 
forward and make any comment that you desire to make on the testi- 
mony which is brought before the committee in the public hearing. 

Mr. Power. Thank you very much. 

Mr. Hénerr. I want to assure you that you will be given every op- 
portunity to make any comment you desire to anything that is said by 
the staff or by members of the committee. There will be no attempt 
on the part of the chairman or the committee, in any manner, shape, 
or form, to cut you off in rebuttal or disagreement as to what is pre- 
sented here, at any time during the discussion of this particular con- 
tract. Is that understood ? 
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Mr. Power. We appreciate that very much, Mr. Chairman. 

Mr. Héserr. Because we don’t want the record to show that General 
Motors was not aware of what was going on. 

Now, members cf the committee, the hearing this morning is in fur- 
therance of the examination of the General Motors contract, which is 
not a new subject before this committee. The contract originally came 
to our attention during the investigation of the airframe industry last 
year. Since that time, for reasons which will be brought forth by 
Mr. Courtney, counsel for the committee, the General Accounting Office 
has made a special audit and has reported back to us, which you kvow. 

The General Accounting Office reported back that on this particular 
contract General Motors had made an excessive profit of some $17 
million-plus, on the manufacture of approximately 600 airplanes. 
This profit of $17 million is reflected in three segments of the contract. 

Today we are concerning ourselves not with the three segments, but 
with the final segment or the final production of the 300 planes, of the 
entire contract order. 

The purpose of the presentation today by the staff will be an explana- 
tion and a discussion of exactly what goes on over the table in a 
negotiated contract. 

Members of this committee well know the concern which the com- 
mittee has had for years on negotiated contracts. The membership is 
also well aware of the concern which the committee has had in the area 
of excess profits. 

This contract having been audited out by the General Accounting 
Office and presented to us furnishes the basis for a public discussion of 
how negotiation is conducted between the Government and the con- 
tractor. 

It further furnishes the basis for a demonstration on the part of the 
staff as to the inadequacy and inefficiency on the part of negotiators for 
the Government. 

This is a single part of a contract, and I am persuaded that if this 
is an indication of the manner in which all or a majority or a great 
number of contracts are negotiated, then there should be great concern, 
not only on the part of the committee, but on the part of the American 
people. 

In the particular instance of General Motors, I am informed that 
they do a billion dollars worth of business with the Government—a 
billion dollars worth of business with the Government, a year. That is 
an average, give or take a couple of dollars. And if this is an indica- 
tion, this particular contract, of the way all other contracts are nego- 
tiated, then I think we should show grave concern about the final de- 
posit of the American tax dollar. 

Now, specifically, this morning—and I want to bring this into focus 
so we will all know what we are talking about—the committee staff 
will present its discussion, on this basis. 

After the General Accounting Office gave the committee the benefit 
of its final audit, the committee then called for the minutes of the 
negotiators’ meetings with General Motors, which must be kept under 
law. ‘The staff, in this particular instance, headed by Mr. Lloyd Kuhn 
and assisted by Mr. Robert Tyler, placed themselves in the position 
of Government negotiators, and took from the actual minutes of the 
negotiation between General Motors and the Government negotiators, 
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as represented by the Air Force negotiators, and came to a conclusion 
as to what they, as negotiators, would have done had they been at the 
negotiating table. 

Bear in mind at all times the only figures available to the staff of 
the committee were the figures available to the Air Force negotiators 
at the time of negotiation. 

Only after they had come to a conclusion and only after that con- 
elusion did they check their figures with the General Accounting 
Office on their post audit. 

Now, these figures are very interesting. And these are the figures 
furnished to our staff. When General Motors first proposed a rede- 
termination of the contract, the first figure was $293,000 per unit. 
Now keep in mind this—and this is most important—that under the 
contract and under the law, regardless of the good faith or intention 
of the contractor, under the law and under the terms of the contract 
he was required to supply to the Government representatives accurate 
figures of cost production on the prior 299 planes in order to deter- 
mine a figure on the projected 300 planes to complete the contract. 

I repeat and reemphasize, that the contractor was required to sup- 
ply accurate figures according to the best of his knowledge, based 
on actual experience. Keep that in mind all through these hearings. 
Certainly no one can deny that General Motors is not an efficient opera- 
tion. It has some of the best talent in the country, if not the very best. 

Certainly it was in a position, based on its experience, to supply 
accurate figures, 

At the beginning of the so-called redetermination, General Motors 
proposed a price of $293,000 per unit. By the time General Motors 
came to the negotiating table, that negotiating price had been reduced 
to $288,000, a reduction voluntarily on the part of General Motors of 
some 35,000. 

The $288,000 brought to the negotiating table was to be accepted 
as the accurate figures of the cost of production per unit, per plane, 
based on actual experience of the first 2 segments of the contract, or 
299 planes. 

The Air Force, in going to the negotiating table, based its figure 
of a fair cost at $262,090 per unit, or approximately $26,000 under what 
the General Motors, as a contractor, proposed. 

These figures of the Air Force were based on knowledge which the 
Air Force had and had accumulated on previous contracts, previous 
experience, and based on the same experience attributed to General 
Motors. 

There we find the General Motors negotiators and the Air Force 
negotiators at the negotiating table with this difference of $26,000, to 
proceed for the negotiation. 

The contract was finally completed at a price actually paid to Gen- 
eral Motors per unit of $275,000-——— 

Mr. Kunn. That is right. 

Mr. Hépert. $275,298. 

Then came the GAO postaudit. Now, after the postaudit was ob- 
tained, General Motors was supplied with a report of the General Ac- 
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counting Office and asked for comment, which they made, and which 
is part of the record. 

Following the public hearings and the public statement by General 
Accounting Office, the stafi—in this instance, again, headed by Mr, 
Kuhn and assisted by Mr. Tyler—proceeded to take the minutes of the 
Air Force negotiators and arrive at what they considered the proper 
price for the plane, per unit, 

They used two difierent methods of computing these figures. They 
will explain to you in detail. 

By the first method, they carried at the worst price the Government 
should get, or the highest “price- they arrived at $257,644 per unit, in 
the contract. 

By a second computation and by what they considered the best 
price that the Government could obtain, it was $254,073 per unit, 

In each instance, using the same figures that the Air Force had 
available to them, even our own staff was able to come up with a figure 
better than $262,000, which the Air Force opened the negotiations 
on. 

Now, in the ultimate, the $275,298 per unit was paid to General 
Motors. 

It is interesting to note—and this is an important thing—that up 
to this period the Air Force was dealing on an assumption based on 
its experience. General Motors was dealing with figures assumed to 
be accurate. General Motors alone was in possession of the true figures 
at all times of the contract. Only General Motors knew the actual 
figures, until the General Accounting Office conducted its postaudit. 

The actual audit by the General Accounting Office showed an actual 
cost per plane of $231,521. 

This was the actual cost as audited. 

And I direct the attention of the committee in this comparison 
to the alleged accurate figures of General Motors of $288,000 per unit. 
That is the actual cost. 

Keep in mind that the $288,000 does not reflect the 8 percent allow- 
able profit, as I understand it. However, even if it did, adding the 8 
percent profit would show an actual cost of $250,042 per unit. 

You compare the $250,000 per unit to the estimate of the Air Force 
and the estimate of the committee staff and you will see how close the 
committee staff came to the actual audited figures, as compared to 
what General Motors offered as accurate figures. 

That is the case as simply as it can be stated, in generalities. The 
staff will develop the details. 

I think that about places right on the table the situation as we 
know it. 

The staff will present its case and the chairman will ask the coopera- 
tion of the members of the committee not to interrupt the staff with 
questions until after the staff has had an opportunity to present the 
story as it found it by its examination, and then the chairman will rec- 
ognize each and every member of the committee for any questions he 
desires to ask. 

Mr. Courtney 

Mr. Courrnry. Mr. Chairman, to complete, that is to make a com- 
plete record and a presentation of the subject matter, I would first 
direct the sube ommittee’s attention to the provisions of = co tract 
with which we are dealing, Air Force contract No. 33 (038)—18503. 
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Page 13, under clause 2, is a provision for the submission of data 
accumulated by the contractor for use at point of redetermination. 
In pertinent part it reads: 

At the time of each of the times specified or provided for in paragraph 8 of 
this clause— 
and parenthetically those are the occasions on which redetermination 
negotiations are to occur— 
the contractor shall submit, one, a new estimate and breakdown of the unit cost 
and the proposed prices of the items remaining under this contract after the 
effective date of the price revision, itemized so far as practicable in the manner 
prescribed by War Department Standard Form 105. 

That is the itemization method which has been employed by the 
staff and was employed by the contractor in this instance. 

Two, an explanation of the differences between the original or last preceding 
estimate and the new estimate. 

Three, such relevant shop and enginering data, cost records, overhead absorp- 
tion reports, and accounting statements as may be of assistance in determining 
the accuracy and reliability of the new estimate. Four, a statement of ex- 


perienced costs of production hereunder, to the extent they are available at the 
time or times of the negotiation of the revision of prices hereunder. 


Again, a similar provision directs the furnishing of costs and avail- 
ability—makes available from the contractor to Government auditors 
the records on cost information. Without repeating it, it is clause 
45 on page 18 of the contract. 

Now, Mr. Chairman, first we should like to introduce the contract, 
having particular reference to the paragraphs and the requirements 
imposed upon the contractor. 

Mr. Héserr. Without objection. 

(The contract referred to is as follows:) 


Allotment breakdown 
PR No. 244813: 


Item la. 57X3100 163-5000 P131-09 S83-600__________ 2, 376, 267. 14 
PR No. 85952: 
Items la, 1b and 4. 57X3100 163-5000 P-2112(1)-09 
Trem ee ce a TO, See De 158, 984, 539. 45 
Item 2a. 57X3100 163-5000 P121-08 833-600__________ 13, 513, 262. 61 


PR No. 125285: 
Items 1c, 2b and 4. 97-110/21045.000 263-7000 P-931-09 


an ie See hehe tisetncd neal a eipamecean nine Sa eee 74, 142, 500. 00 
TOTALS 
57X3100 163-5000 P131-09 S33-600__._..____.__..._..._ $2, 376, 267. 14 
57X3100 163-5000 P112(1)-09 S33—-600____._._.___________ 158, 984, 539. 45 
57X3100 163-5000 P121-08 S33-600___. ~~. oe 13, 513, 262. 61 
97-110/21045.000 263-7000 P931—-09 S33-600______..._______ 74, 142, 500. 00 
SCHEDULE 


PART I, STATEMENT OF WORK 


(a) The Contractor shall furnish to the Government the articles and supplies 
in the quantities and at the unit and total prices set forth below, which prices 
are subject to the Clause of the General Provisions entitled “Revision of Prices”: 
Item 1: 

a. 71 F—&84F aircraft in accordance with Republic Aviation 
Corporation Model Specification MS-23M, Revision 
A, dated December 29, 1950, at a unit price of 
91.000,G00 each. Tutal price... oe fet $106, 560, 350. 00 
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Item 1—Continued 

b. 166 F-8S4F aircraft in accordance with Republic Avia- 
tion Corporation Model Specification MS-23M, Revi- 
sion A, dated December 29, 1950, at a unit price of 
RY ee a $52, 568, SSO. 00 

e. 250 F-84F aircraft in accordance with Republic Avia- 
tion Corporation Model Specification MS-—23M, Revi- 
sion A, dated December 29, 1950, at a unit price of 
Supevruwo eacn, ‘otal price... 3. ok eel 58, 742, 500. 00 

Item 2: 

a. Spare parts for Items la and 1b above, in accordance 
with “Spare Parts Provisioning Document for 
USAF and Navy Airframe Production Contracts”, 
dated December 15, 1949, as modified by Part I, 
paragraph (b) below at a total estimated price of____ 13, 513, 262. 61 

b. Spare parts for Item 1c above, in accordance with “Spare 
Parts Provisioning Document for USAF and Navy 
Airframe Production Contracts”, dated December 15, 

1949, as modified by Part I, paragraph (b) below ata 
atnl :otimnted: DEN Diels ce Bete cai iwes 14, 702, 325. 00 
Item 3. Engineering Data for Items la, 1b, and 1c, in accordance with Exhibit 

“1” attached hereto, price of which is included in prices of Items 1a, 1b, 

and le. 

Item 4. Engineering Changes: 

a. Such engineering and/or specification changes in the total estimated 
amount set forth herein below, for the airplanes called for under Item 
1 above, as may be authorized from time to time under the provision 
of this contract or amendments hereto which specifically reference this 
Item. Such amounts may be increased or decreased from time to time 
by the Government solely at its discretion. 

b. If at any time the Contractor has reason to believe that the price for any 
change authorized under the provisions of this contract and which is 
chargeable to this Item, when added to the total price for all other 
unformalized changes chargeable hereto, will exceed the total amount 
available hereunder for such changes it will so notify the Contracting 
Officer in writing setting forth the sum which in the opinion of the 
contractor the amount available will be exceeded. 

e. Nothing herein contained shall be construed : 

(1) As relieving the Contractor from the obligation to proceed as 
directed by any Contract Change Notification issued in accord- 
ance with the provisions of this contract ; 

(2) As limiting or enlarging upon the provisions of the Clause hereof 
entitled “Changes”, or iimiting the Contractor’s right to an 
equitable adjustment in the contract price as provided in said 
Clause entitled “Changes”, irrespective of the availability 
of funds under this Item. 

(3) As permitting the Contractor to proceed with any engineering 
or specification changes, unless directed in accordance with 
the provisions of the Clause hereof entitled “Changes”, or in 
any amendment to this contract. 

(4) As increasing the contract price by the amount allotted for this 
Item (set forth in paragraph d. immediately below) for the 
purpose of computing the amount of partial payments that 
may be made under any partial payments clause incorporated 
in this contract. 

d. The total amount for this item is_ i $2, 929, 251. 01 

Items 1 (a) and 1 (b): 57X8100 1638-5000 P112 (1)-09 S33-600 

Item 1 (¢) : 97-110/21045.000 263-7000 P931-09 S33-—600 

(b) Spare Parts Provisioning Document shall be modified as follows: 

(1) By amending paragraph 1, Part II, to read as follows: 

“Representatives of the Contractor will participate in the preprovisioning 
meeting with Republic and the Department.” 

(2) By amending paragraph 2, Part II, to read as follows: 

“At the preprovisioning meeting, the Department shall establish from the 
data submitted by Republic Aviation Corporation, a 100 percent production list 
of major assemblies and components, which major assemblies and components 
Contractor shall be required to furnish. Within fifteen (15) days after the 
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delivery of such list to the Contractor by the Department, the Department shall 
furnish to the Contractor a written order, signed by the Department’s authorized 
representative, covering the items and quantities set forth on such list, which 
shall obligate the Department for the procurement from the Contractor of the 
items and quantities so selected. Upon receipt of such order, the Contractor 
shall be obligated to furnish the items and quantities of spare parts listed 
thereon under the provisions of the contract relating to spare parts, and the 
Contractor shall proceed as necessary to fabricate or procure the items selected, 
provided that such order may be revised or superseded as hereinafter provided 
in this document. 

“The Contractor shall maintain a production list by revisions until the pro- 
visioning meeting is held and the provisioning parts breakdown is established.” 

(3) By inserting the words “for parts peculiar to GM Production” imme- 
diately after the words “production lists for vendor items” appearing in the 
first line of paragraph 3 (b) (1), Part II. 

(4) By inserting the words “if and as directed by the Department” imme- 
diately after the words “spare parts list” in line 1 of paragraph 3 (b) (2), 
Part II. 

(5) By inserting the words “which either the Contractor or Republic Avia- 
tion Corporation are required to furnish and” immediately after the word “lists” 
in line 2 of paragraph 3 (b) (3), Part II. 

(6) By deleting Sections (a), (b), (c) and (d), paragraph (1), Part III, and 
inserting the following: 

“Republic Aviation Corporation shall be responsible for the preparation and 
submittal of all preprovisioning technical data except as provided by Part II, 
paragraph 3 (b) (1) and shall prepare and maintain in an up-to-date status 
throughout the life of the contract provisioning parts breakdown for use by 
the Contractor and Headquarters AMC. The Provisioning parts breakdown 
shall be completed and received by the Contractor twenty-one (21) days prior 
to the time the provisioning meeting convenes which shall be six (6) months 
prior to delivery of the first F-84F aircraft under this contract; and the pro- 
visioning parts breakdown at that time, shall be representative on the detailed 
design releases for the model F—84F aircraft.” 

(7) By inserting the words “which can be furnished and delivered prior to 
the scheduled delivery of the last F—84F type aircraft to be delivered under its 
Air Force contracts” after the words “Spare parts” in the 4th line of paragraph 
2 (a) of Part V. 

(8) Part V, paragraph 4, is amended by adding after the words “planned sup- 
port program” in line 4 and “under the contract” in line 11 the following 
words: “provided, however, that such spare parts can be furnished prior to the 
scheduled delivery of the last F—84F type aircraft to be delivered under its Air 
Foree contracts.” 

(9) By adding the words “provided, however, that such spare parts can be 
furnished prior to the scheduled delivery of the last F-84F type aircraft to be 
delivered under its Air Force contracts.” after the words “such additional spare 
parts” in line 5 of paragraph 5, Part V. 

(10) By amending paragraph (1) of Part VIII to read as follows: 

“1. Preservation, packaging, packing and marking shall be in accordance with 
AMC Form 163 provided, however, that Republic Aviation Corporation shall 
furnish duplicates of their presently established detailed packaging requirements 
process cards to the Contractor to cover common detailed packaging require- 
ments for spares and shall also furnish general procedure and administrative 
details of the packaging program.” 

(ce) Quality Control System.—The Contractor’s Quality Control System shall 
conform to the provisioning of Mil-Q-5923A dated September 14, 1951, unless 
otherwise specified herein. 

(d) Specification—The Government specifications listed herein or in any 
document incorporated herein are incorporated by reference and shall apply to 
this contract and shall be deemed to include all specifications supplementary to 
or superseding specifications so referred to, to the extent that such supplementary 
or superseding specifications are in effect on March 1, 1951, if the Contractor was 
furnished or otherwise notified of the existence of such supplementary or super- 
seding specifications. 

(e) Late Delivery of Data—It is understood that the efficient use by the 
Government of the supplies called for hereunder requires that the data called 
for hereunder be delivered not later than the time or respective times herein 
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specified. If such data is not delivered at said time or times, the Government 
may at its election, so long as such data remains undelivered, unless the delay 
in delivery thereof is an excusable delay as such term is defined in Clause hereof 
entitled “Default”, withhold payment to the Contractor for any of the supplies 
theretofore delivered to the Government, refuse approval of the Contractor’s 
vouchers and refuse to accept further deliveries hereunder from the Contractor 
or take any other action authorized by law or regulation now or hereinafter in 
effect including termination of this contract for default to the extent and in the 
manner authorized by the Clause hereof entitled “Default” and may take any or 
all of the foregoing actions separately or in combination. 

(f) Facilities —It is recognized that the commitments of the Contractor here- 
under are contingent upon the use of facilities, in the amount of $20,380,000.00, 
authorized under special Facilities Contract AF 33(038)-18504 on a no-charge 
basis. In the event that rental is required for the use of such facilities or rental 
for Government-owned facilities used in production of the aircraft cailed for 
herein not covered by said facilities contract, is increased or decreased, the air- 
plane prices shall be adjusted accordingly to eliminate or compensate such rental 
increase or decrease. 

(9g) Hngineering Services—Engineering services and assistance required by 
the Contractor through December 1952 or such further time as the Government 
may determine from time to time shall be procured from Republic Aviation 
Corporation by the Government under a separate Supplies Contract with Re- 
public and shall be delivered by the Government to the Contractor to the extent 
deemed necessary for the Contractor to deliver to the Government F-84F air- 
craft and spare parts in accordance with delivery schedules established herein. 

(i) Government Loaned Property—The Government may loan to the Con- 
tractor for use in the performance of this contract, in aceordance with the pro- 
visious of a Blanket Bailment Agreement, such Government-owned Property 
as in the opinion of the Contracting Officer will facilitate the expeditious com- 
pletion of this contract. However, this shall not be construed as effecting the 
bailment of such property nor as a commitment that such loan will be made, 
except as to one (1) F-84F airplane which shall be loaned to the Contractor five 
(5) months prior to the delivery date of the first airplane called for in Item 1 

(t) The Contractor’s ability to meet the delivery schedule will depend upon 
the right to use the Fairfax Municipal Airport as required to test the airplanes. 
The Contractor will not be responsible for compliance with the delivery schedule 
during any periods in which the airport proves inadequate or unavailable for the 
purpose. 

(j) Production Acceleration Insurance Program.—In the performance of this 
contract the Contractor shall fabricate and/or acquire tooling (dies, jigs, fix- 
tures, etc.) to accomplish a production rate of 50 airplanes per month, however, 
such tooling shall be of the design and durability to accomodate a production 
rate of 236 airplanes per month for a minium period of two (2) years. But 
rates referred to herein contemplate production on a two-shift, 8-hour, 5-day 
work-week. It is recognized that the Tiem prices set forth in paragraph (a) 
above contain a factor to cover the cost of said tooling. Such tooling shall be 
subject to the provisions of Clause 44 hereof entitled “Special Tooling”. 


PART II. DELIVERY 


(a) The Contractor shall deliver to the Government the articles and supplies 
in Part I in accordance with the following schedule: 
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PART III. PRESERVATION, PACKING, PACKAGING, AND MARKING 


Preservation, packing, packaging and marking shall be in accordance with 
Exhibit “2” attached hereto. 
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(2 November 51) 
990A. Substituted clause 

Clause 8 is hereby deleted and the following clause substituted in lieu thereof: 

“8 Assignment of claims—(a) Pursuant to the provisions of the Assignment 
of Claims Act of 1940 (381 U.S, Code 208, 41 U. 8S. Code 15), if this contract 
provides for payments aggregatin $1,000 or more, claims for moneys due or to 
become due the Contractor from the Government under this contract may be 
assigned to a bank, trust company, or other financing institution, including any 
Federal lending agency, and may thereafter be further assigned and reassigned 
to any such institution. Any such assignment or reassignment shall cover all 
amounts payable under this contract and not already paid, and shall not be 
made to more than one party, except that any such assignment or reassignment 
may be made to one party as agent or trustee for two or more parties participat- 
ing in such financing. Notwithstanding any other provisions of this contract, 
payments to an assignee of any moneys due or to become due under this con- 
tract shali not, to the extent provided in the said Act, as amended, be subject 
to reduction or set-off. (The preceding sentence applies only if this contract 
is with the military department.) 

(b) In no event shall copies of this contract or any plans, specifications, 
or other similar documents relating to work under this contract, if marked 
“Top Secret,” “Secret,” “Confidential,” or “Restricted,” be furnished to any 
assignee of any claim arising under this contract or to any other person not 
entitled to receive the same; Provided, That a copy of any part or all of this 
contract so marked may be furnished, or any information contained therein 
may be disclosed, to such assignee upon the prior written authorization of the 
Contracting Officer. 


GENERAL PROVISIONS 


(SUPPLY CONTRACT ) 
1. Definitions 

As uSed throughout this contract, the following terms shall have the meanings 
set forth below: 

(a) The term “Secretary” means the Secretary, the Under Secretary, or any 
Assistant Secretary of the Department, and the head of any assistant head of 
the executive agency; and the term “his duly authorized representative” means 
any person Or persons or board (other than the Contracting Officer) authorized 
to act for the Secretary. 

()) The term “Contracting Officer’ means the person executing this contract 
on behalf of the Government, and any other officer or civilian employee who is 
a properly designated Contracting Officer; and the term includes, except as 
otherwise provided in this contract, the authorized representative of a Con- 
tracting Officer acting within the limits of his authority. 

(c) Except as otherwise provided in this contract, the term “subcontracts” 
includes purchase orders under this contract. 

2. Changes 


The Contracting Officer may at any time, by a written order, and without 
notice to the sureties, make changes, within the general scope of this contract, in 
any one or more of the following: (i) drawings, designs, or specifications, where 
the supplies to be furnished are to be specially manufactured for the Govern- 
ment in accordance therewith; (ii) method of shipment or packing; and (iii) 
place of delivery. If any such change causes an increase or decrease in the cost 
of, or the time required for, performance of this contract, an equitable adjust- 
ment shail be made in the contract price or delivery schedule, or both, and the 
contract shall be modified in writing accordingly. Any claim by the Contractor 
for adjustment under this clause must be asserted within 30 days from the date 
of receipt by the Contractor of the notification of change: Provided, however, 
That the Contracting Officer, if he decides that the facts justify such action, 
may receive and act upon any such claim asserted at any time prior to final 
payment under this contract. Failure to agree to any adjustment shall be a dis- 
pute concerning a question of fact within the meaning of the clause of this con- 
tract entitled ‘““Disputes.” However, nothing in this clause shall excuse the Con- 
tractor from proceeding with the contract as changed. 
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8. Extras 


Except as otherwise provided in this contract, no payment for extras shall be 
made unless such extras and the price therefor have been authorized in writing 
by the Contracting Officer. 


4. Variation in quantity 


No variation in the quantity of any item called for by this contract will be 
accepted unless such variation has been caused by conditions of loading, shipping, 
or packing, or allowances in manufacturing processes, and then only to the | 
extent, if any, specified elsewhere in this contract. 


5. Inspection 


(a) All supplies (which term throughout this clause includes without limita- 
tion raw materials, components, intermediate assemblies, and end products) shall 
be subject to inspection and test by the Government, to the extent practicable at 
all times and places including the period of manufacture, and in any event prior 
to final acceptance. 

(b) In case any supplies or lots of supplies are defective in material or work- 
manship or otherwise not in conformity with the requirements of this contract, 
the Government shall have the right either to reject them (with or without in- 
structions as to their disposition) or to require their correction. Supplies or lots 
of supplies which have been rejected or required to be corrected shall be removed 
or corrected in place, as requested by the Contracting Officer, by and at the ex- 
pense of the Contractor promptly after notice, and shall not again be tendered for 
acceptance unless the former tender and either the rejection or requirement of 
correction is disclosed. If the Contractor fails promptly to remove such supplies 
or lots of supplies, when requested by the Contracting Officer, and to proceed 
promptly with the replacement or correction thereof, the Government either (i) 
may by contract or otherwise replace or correct such supplies and charge to the 
Contractor the cost occasioned the Government thereby, or (ii) may terminate 
this contract for default as provided in the clause of this contract entitled “De- 
fault.” Unless the Contractor elects to correct or replace the supplies which the 
Government has a right to reject and is able to make such correction or replace- 
ment within the required delivery schedule, the Contracting Officer may require 
the delivery of such supplies at a reduction in price which is equitable under 
the circumstances. Failure to agree to such reduction of price shall be a dispute 
concerning a question of fact within the meaning of the clause of this contract 
entitled “Disputes.” 

(c) If any inspection or test is made by the Government on the premises of 
the Contractor or a subcontractor, the Contractor without additional charge 
shall provide all reasonable facilities and assistance for the safety and con- 
venience of the Government inspectors in the performance of their duties. If 
Government inspection or test is made at a point other than the premises of 
the Contractor or a subcontractor, it shall be at the expense of the Government: 
Provided, That in case of rejection the Government shall not be liable for any 
reduction in value of samples used in cornection with such inspection or test. 
All inspections and tests by the Government shall be performed in such a manner 
as not to unduly delay the work. The Government reserves the right to charge 
to the Contractor any additional cost of Government inspection and test when 
supplies are not ready at the time such inspection and test is requesed by the 
Contractor. Final acceptance or rejection of the supplies shall be made as 
promptly as practicable after delivery, except as otherwise provided in this con- 
tract; but failure to inspect and accept or reject supplies shall neither relieve 
the Contractor from responsibility for such supplies as are not in accordance 
with the contract requirements nor impose liability on the Government therefor. 

(d) The inspection and test by the Government of any supplies or lots thereof 
does not relieve the Contractor from any responsibility regarding defects or other 
failures to meet the contract requirements which may be discovered prior to 
final acceptance. Except as otherwise provided in this contract, final accept- 
ance shall be conclusive except as regards latent defects, fraud, or such gross mis- 
takes as amount to fraud. 

(e) The Contractor shall provide and maintain an inspection system accept- 
able to the Government covering the supplies hereunder. Records of all inspec- 
tion work by the Contractor shall be kept complete and available to the Gov- 
ernment during the performance of this contract and for such longer period as 
may be specified elsewhere in this contract. 
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6. Responsibility for supplies 

Except as otherwise provided in this contract, (i) the Contractor shall be re- 
sponsible for the supplies covered by this contract until they are delivered at the 
designated delivery point, regardless of the point of inspection; and (ii) the 
Contractor shall bear all risks as to rejected supplies after notice of rejection. 


7%, Payments 


The contractor shall be paid, upon the submission of properly certified invoices 
or vouchers, the prices stipulated herein for supplies delivered and accepted or 
services reudered and accepted, less deductions, if any, as herein provided. Un- 
less otherwise specified, payment will be made on partial deliveries accepted 
by the Government when the amount due on such deliveries so warrants; or, 
when requested by the Contractor, payment for accepted partial deliveries shall 
be made whenever such payment Would equal or exceed either $1,000 or 50 per- 
cent of the total amount of this contract. 


8. Assignment of claims 


(a) Pursuant to the provisions of the Assignment of Claims Act of 1940 (3 
U.S. Code 208, 41 U. S. Code 15), if this contract provides for payments aggregat- 
ing $1,000 or more, claims for moneys due or to become due the Contractor from 
the Government under this contract may be assigned to a bank, trust company, 
or other financing institution, including any Federal lending agency, and may 
thereafter be further assigned and reassigned to any such institution. Any such 
assignment or reassignment shall cover all amounts payable under this contract 
and not already paid, and shall not be made to more than one party, except 
that any such assignment or reassignment may be made to one party as agent 
or trustee for two or more parties participating in such financing. Notwith- 
standing any provision of this contract, payment to an assignee of any claim 
under this contract shall not be subject to reduction or set-off for any indebted- 
ness of the Contractor to the Government arising independently of this contract. 
(The preceding sentence applies only if this contract is with a military depart- 
ment. ) 

(b) In no event shall copies of this contract or of any plans specifications, 
or other similar documents relating to work under this contract, if marked “Top 
Secret,” “‘Secret,” “Confidential,” or “Restricted,” be furnished to any assignee 
of any claim arising under this contract or to any other person not entitled 
to receive the same; Provided, That a copy of any part or all of this contract so 
marked may be furnished, or any information contained therein may be disclosed, 
to such assignee upon the prior written authorization of the Contracting Officer. 


9. Additional bond security 


If any surety upon any bond furnished in connection with this contract be- 
comes unacceptable to the Government, or if any such surety fails to furnish 
reports as to his financial condition from time to time as requested by the Gov- 
ernment, the Contractor shall promptly furnish such additional security as may 
be required from time to time to protect the interests of the Government and of 
persons supplying labor or materials in the prosecution of the work contemplated 
by this contract. 


10 Federal, State, and local tares 


(a) Definitions —As used throughout this clause, the following terms shall 
have the meanings set forth below: 

(i) The term “direct tax’? means any tax or duty directly applicable to the 
completed supplies or services covered by this contract, or any other tax or 
duty from which the Contractor of this transaction is exempt. It includes any 
tax or duty directly applicable to the importation, production, processing, manu- 
facture, construction, sale, or use of such supplies or services; it also includes 
any tax levied on, with respect to, or measured by sales, receipts from sales, or 
use of the supplies or services covered by this contract. The term does not in- 
clude transportation taxes, unemployment compensation taxes, social security 
taxes, income taxes, excess-profits taxes, capital stock taxes, property taxes, and 
such other taxes as are not Within the definition of the term “direct tax” as set 
forth above in this paragraph. 

(ii) The term “contract date” means the effective date of this contract if it is 
a negotiated contract or the date set for the opening of bids if it is a contract 
entered into as a result of formal advertising. 

(b) Federal Tares.—Except as may be otherwise provided in this contract, the 
contract price includes all applicable Federal taxes in effect on the contract date. 
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(c) State or Local Tares.—Except as may be otherwise provided in this con- 
tract, the contract price does not include any State or local direct tax in effect 
on the contract date. 

(d) Evidence of Exemption——The Government agrees, upon request of the 
Contractor, to furnish a tax exemption certificate or other similar evidence of 
exemption with respect to any direct tax not included in the contract price pur- 
suant to this clause; and the Contractor agrees, in the event of the refusal of the 
applicable taxing authority to accept such evidence of exemption, (i) promptly 
to notify the Contracting Officer of such refusal, (ii) to cause the tax in question 
to be paid in such manner as to preserve all rights to refund thereof, and (iii) 
if so directed by the Contracting Officer, to take all necessary action, in coopera- 
tion with and for the benefit of the Government, to secure a refund of such tax 
(in which event the Government agrees to reimburse the Contractor for any and 
all reasonable expenses incurred at its direction). 

(e) Price Adjustment.—If, after the contract date, the Federal Government 
or any State or local government either (i) imposes or increases (or removes 
an exemption with respect to) any direct tax, or any tax directly applicable to 
the materials or components used in the manufacture or furnishing of the com- 
pleted supplies or services covered by this contract, or (ii) refuses to accept the 
evidence of exemption, furnished under paragraph (d) hereof, with respect to 
any direct tax excluded from the contract price, and if under either (i) or (ii) 
the Contractor is obliged to and does pay or bear the burden of any such tax 
(and does not secure a refund thereof), the contract price shall be correspond- 
ingly increased. If, after the contract date, the Contractor is relieved in whole 
or in part from the payment or the burden of any direct tax included in the con- 
tract price, or any tax directly applicable to the materials or components used 
in the manufacture or furnishing of the completed supplies or services covered 
by this contract, the Contractor agrees promptly to notify the Contracting Officer 
of such relief, and the contract price shall be correspondingly decreased or the 
amount of such relief paid over to the Government. Invoices or vouchers cover- 
ing any increase or decrease in contract price pursuant to the provisions of this 
paragraph shall state the amount thereof, as a separate added or deducted item, 
and shall identify the particular tax imposed, increased, eliminated or decreased. 

(f) Refund or Drawback.—If any tax or duty has been included in the con- 
trate price or the price as adjusted under paragraph (e) of this clause, and if 
the Contractor is entitled to a refund or drawback by reason of the export or 
re-export of supplies covered by this contract, or of materials or components 
used in the manufacture or furnishing of the completed supplies or services cov- 
ered by this contract, the Contractor agrees that he will promptly notify the 
Contracting Officer thereof and that the amount of any such refund or drawback 
obtained will be paid over to the Government or credited against amounts due 
from the Government under this contract : Provided, however, That the Contractor 
shall not be required to apply for such refund or drawback unless so requested by 
the Contratcing Officer. 

11. Default 


(a) The Government may, subject to the provisions of paragraph (b) below 
by written Notice of Default to the Contractor terminate the whole or any part 
of the contract in any one of the following circumstances: 

(i) If the Contractor fails to make delivery of the supplies or to perform the 
services within the time specified herein or any extension thereof: or 

(ii) if the Contractor fails to perform any of the other provisions of this con- 
tract, or so fails to Inake progress as te endanger performance of this contract 
in accordance with its terms, and in either of these two circumstances does not 
cure such failure within a period of ten days (or such longer period as the Con- 
tracting Officer may authorize in writing) after receipt of notice from the Con- 
tracting Officer specifying such failure. 

(6b) The Contractor shall not be liable to any excess costs if any failure to 
perform the contract arises out of causes beyond the control and without the 
fault or negligence of the Contractor. Such causes include, but are not restricted 
to, acts of God or of the public enemy, acts of the Government, fires, floods, 
epidemics, quarantine restrictions, strikes, freight embargoes, unusually severe 
weather, and defanlts of subcontractors due to any of such causes unless the 
Contracting Officer shall determine that the supplies or services to be furnished 
by the subcontractor were obtainable from other sources in sufficient time to 
permit the Contractor to meet the required delivery schedule. 

(c) In the event the Government terminates this contract in whole or in part 
as provided in paragraph (a) of this clause, the Government may procure, upon 
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such terms and in such manner as the Contracting Officer may deem appropriate, 
supplies or services similar to those so terminated, and the Contractor shall be 
liable to the Government for any excess costs for such similar supplies or serv- 
ices, Provided, That the Contractor shall continue the performance of this con- 
tract to the extent not terminated under the provisions of this clause. 

(d) If this contract is terminated as provided in paragraph (a) of this clause, 
the Government, in addition to any other rights provided in this clause, may re- 
quire the Contractor to transfer title and deliver to the Government, in the man- 
ner and to the extent directed by the Contracting Officer, (i) any completed sup- 
plies, and (ii) such partially completed supplies and materials, parts, tools, dies, 
jigs, fixtures, plans, drawings, information, and contract rights (hereinafter 
called “manufacturing materials”) as the Contractor has specifically produced or 
specifically acquired for the performance of such part of this contract as has 
been terminated; and the Contractor shall, upon direction of the Contracting 
Officer, protect and preserve property in possession of the Contractor in which 
the Government has an interest. The Government shall pay to the Contractor the 
contract price for completed supplies delivered to and accepted by the Contractor 
and the Contracting Officer for manufacturing materials delivered to and accepted 
by the Government and for the protection and preservation of property. Failure 
to agree shall be a dispute concerning a question of fact within the meaning of the 
clause of this contract entitled “Disputes.” 

(e) If, after notice of termination of this contract under the provisions of 
paragraph (a) of this clause, it is determined that the failure to perform this 
contract is due to causes beyond the control and withont the fault or negligence 
of the Contractor pursuant to the provisions of of paragraph (0b) of this clause, 
such Notice of Default shall be deemed to have been issued pursuant to the 
clause of this contract entitled “Termination for Convenience of the Govern- 
ment” and the rights and obligations of the parties hereto shall in such event be 
governed by such clause. (Except as otherwise provided in this contract, this 
paragraph (e) applies only if this contract is with a military department.) 

(f) The rights and remedies of the Government provided in this clause shall 


not be exclusive and are in addition to any other rights and remedies provided 
by law or under this contract. 


12. Disputes 


Except as otherwise provided in this contract, any dispute concerning a ques- 
tion of fact arising under this contract which is not disposed of by agreement shall 
be decided by the Contracting Officer, who shall reduce his decision to writing and 
mail or otherwise furnish a copy thereof to the Contractor. Within 30 days from 
the date of receipt of such copy, the Contractor may appeal by mailing or other- 
wise furnishing to the Contracting Officer a written appeal addressed to the 
Secretary, and the decision of the Secretary or his duly authorized representa- 
tive for the hearing of such appeals shall be final and conclusive: Provided, That 
if no such appeal is taken, the decision of the Contracting Officer shall be final 
and conclusive. In connection with any appeal proceeding under this clause, 
the Contractor shall be afforded an opportunity to be heard and to offer evidence 
in support of its appeal. Pending final decision of a dispute hereunder, the Con- 
tractor shall proceed diligently with the performance of the contract and in 
accordance with the Contracting Officer’s decision. 

18. Notice and assistance regarding patent infringement 


(a) The Contractor agrees to report to the Contracting Officer, promptly and 
in reasonable written detail, each claim of patent infringement based on the per- 
formance of this contract and asserted against it, or against any of its subcon- 
tractors if it has notice thereof. 

(b) In the event of litigation against the Government on account of any claim 
of infringement arising out of the performance of this contract or out of the 
use of any supplies furnished or construction work performed hereunder, the 
Contractor agrees that it will furnish to the Government, upon request, all 
evidence and information in its possession pertaining to the defense of such 
litigation. Such information shall be furnished at the expense of the Govern- 
ment except in those cases in which the Contractor has agreed to indemnify the 
Government against the claim being asserted. 


1}. Buy American Act 


The Contractor agrees that there will be delivered under this contract only such 
unmanufactured articles, materials, and supplies (which term “articles, mate- 
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rials, and supplies” is hereinafter referred to in this clause as “supplies”) as have 
been mined or produced in the United States, and only such manufactured sup- 
plies as have been manufactured in the United States substantially all from sup- 
plies mined, produced, or manufactured, as the case may be, in the United States, 
Pursuant to the Buy American Act (41 U. 8S. Code 10a—c), the foregoing provision 
shall not apply (i) with respect to supplies to be delivered under this contract 
which are of a class or kind determined by the Secretary or his duly authorized 
representative not to be mined, produced, or manufactured, as the case may be, 
in the United States in sufficient and reasonably available commercial quantities 
and of a satisfactory quality, or (iv) with respect to such supplies, from which 
the supplies to be delivered under this contract are manufactured, as are of a 
class or kind determined by the Secretary or his duly authorized representative 
not to be mined, produced, or manufactured, as the case may be, in the United 
States in sufficient and reasonably available commercial quantities and of a sat- 
isfactory quality, provided that this exception (iv) shall not permit delivery of 
supplies manufactured outside the United States if such supplies are manufac. 
tured in the United States in sufficient and reasonably available commercial 
quantities and of a satisfactory quality. 

15. Convict labor 


In connection with the performance of wor" under this contract, the Contractor 
agrees not to employ any person undergving sentence of imprisonment at hard 
labor. 

16. Eight-hour law of 1912 


This contract, to the extent that it is of a character specified in the Hight-Hour 
Law of 1912 as amended (40 U. S. Code 324-826) and is not covered by the Walsh- 
Healey Public Contracts Act (41 U. S. Code 35-45), is subject to the following 
provisions and exceptions of said Eight-Hour Law of 1912 as amended, and to all 
other provisions and exceptions of said Law: 

No laborer or mechanic doing any part of the work contemplated by this con- 
tract, in the employ of the Contractor or any subcontractor contracting for any 
part of the said work, shall be required or permitted to work more than eight 
hours in any one calendar day upon such work, except upon the condition that 
compensation is paid to such laborer or mechanic in accordance with the provi- 
sions of this clause. The wages of every such laborer and mechanic employed 
by the Contractor or any subcontractor engaged in the performance of this 
contract shall be computed on a basic day rate of eight hours per day; and work 
in excess of eight hours per day is permitted only upon the condition that every 
such laborer and mechanie shall be compensated for all hours worked in excess 
of eight hours per day at not less than one and one-half times the basic rate of 
pay. For each violation of the requirements of this clause a penalty of five 
dollars shall be imposed upon the Contractor for each such laborer or mechanic 
for every calendar day in which such einployee is required or permitted to labor 
more than eight hours upon said work without receiving compensation computed 
in accordance with this clause; and a!! penaities thus imposed shall be withheld 
for the use and benefit of the Government. 

17. Walsh-Healey Public Contracts Act 

If this contract is for the manufacture or furnishing of materials, supplies, 
articles, or equipment in an amount which exceeds or may exceed $10,000 and is 
otherwise subject to the Walsh-Healey Public Contracts Act as amended (41 U.S. 
Code 35-45), there are hereby incorporated by reference all representations and 
stipulations required by said Act and regulations issued thereunder by the Secre- 
tary of Labor, such representations and stipulations being subject to all appli- 
cable rulings and interpretations of the Secretary of Labor which are now or 
may hereafter be in effect. 

18. Nondiscrimination of employment 


In connection with the performance of work under this contract, the Contractor 
agrees not to discriminate against any employee or applicant for employment 
because of race, creed, color or national origin; and further agrees to insert the 
foregoing provision in all subcontracts hereunder except subcontracts for stand- 
ard commercial supplies or for raw materials. 

19. Officials not to benefit 


No member of or delegate to Congress, or resident commissioner, shall be ad- 
mitted to any share or part of this contract, or to any benefit that may arise 
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therefrom; but this provision shall not be construed to extend to this contract 
if made with a corporation for its general benefit. 


90, Covenant against contingent fees 


The Contractor warrants that no person or selling agency has been employed 
or retained to solicit or secure this contract upon an agreement or understanding 
for a2 commission, percentage, brokerage, or contingent fee, excepting bona fide 
employees or bona fide established commercial or selling agencies maintained by 
the Contractor for the purpose of securing business. kor breach of violation of 
this warranty the Government shall have the right to annul this contract without 
liability or in its discretion to deduct from the contract price or consideration the 
full amount of such commission, percentage, brokerage or contingent fee. 

21. Termination for convenience of the Government 

(a) The performance of work under this contract may be terminated by the 
Government in accordance with this clause, in whole or from time to time in 
part, whenever the Contracting Officer shall determine that such termination is 
in the best interests of the Government. Any such terminal shall be effected by 
delivery to the Contractor of a Notice of Termination specifying the extent to 
which performance of work under the contract is terminated, and the date upon 
which such termination becomes effective. 

(b) After receipt of a Notice of Termination, and except as otherwise directed 
by the Contracting Officer, the Contractor shall (1) stop work under the contract 
on the date and to the extent specified in the Notice of Termination; (2) place 
no further orders of subcontracts for materials, services or facilities except as 
may be necessary for completion of such portion vf the work under the contract 
as is not terminated; (3) terminate all orders and subcontracts to the extent 
that they relate to the performance of work terminated by the Notice of Ter- 
mination; (4) assign to the Government, in the manner, at the times, and to the 
extent directed by the Contracting Officer, all of the right, title and interest of 
the Contractor under the orders and subcontracts so terminated; (5) settle all 
outstanding liabilities and all claims arising out of such termination of orders 
and subcontracts, with the approval or ratification of the Contracting Officer, 
to the extent he may require which approval or ratification shall be final for ail 
purposes of this clause; (6) transfer title and deliver to the Government, in the 
manner, at the times, and to the extent, if any, directed by the Contracting Officer 
(i) the fabricated or unfabricated parts, work in process, completed work, sup- 
plies, and other material produced as a part of, or acquired in connection with 
the performance of the work terminated by the Notice of Termination, (ii) the 
completed or partially completed plans, drawings, information, and other prop- 
erty which, if the contract had been completed would have been required to be 
furnished to the Government; (7) use its best efforts to sell in the manner, at 
the times, to the extent, and at the price or prices directed or authorized by the 
Contracting Officer, any property of the types referred to in provision (6) of 
this paragraph, provided, however, that the Contractor (i) shall not be required 
to extend credit to any purchasers, and (ii) may acquire any such property under 
the conditions prescribed by and at a price or prices approved by the Contracting 
Officer; and provided further that the proceeds of any such transfer or disposi- 
tion shall be applied in reduction of any payments to be made by the Govern- 
ment to the Contractor under this contract or shall otherwise be credited to the 
price or cost of the work covered by this contract or paid in such other manner 
as the Contracting Officer may direct; (8) complete performance of such part 
of the work as shall not have been terminated by the Notice of Termination; and 
(9) take such action as may be necessary, or as the Contracting Officer may direct, 
for the protection and preservation of the property related to this contract which 
is in the possession of the Contractor and in which the Government has or may 
acquire an interest. At any time after expiration of the plant clearance period, as 
defined in Section VIII, Armed Services Procurement Regulation, as it may be 
amended from time to time, the Contractor may submit to the Contracting 
Officer a list, certified as to quality and quantity, of any or all items of termina- 
tion inventory not previously disposed of, exclusive of items the disposition of 
which has been directed or authorized by the Contracting Officer, and may request 
the Government to remove such items or enter into a storage agreement cover- 
ing them. Not later than fifteen (15) days thereafter, the Government will enter 
into a storage agreement covering them. Not later than fifteen (15) days there- 
after the Government will accept title to such items and remove them or enter into 
a storage agreement covering the same, provided, that the list submitted shall 
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be subject to verification by the Contracting Officer upon removal of the items, 
or if the items are stored, within forty-five (45) duys from the date of submission 
of the list, and any necessary adjustment to correct the list as submitted shall 
be made prior to final settlement. 

(c) After receipt of a notice of Termination, the Contractor shall submit to 
the Contracting Officer its termination claim, in the form and with the certifica- 
tion prescribed by the Contracting Officer. Such claim shail be submitted 
promptly but in no event later than two years from the effective date of termina- 
tion, unless one or more extensions in writing are granted by the Contracting 
Officer upon request of the Contractor made in writing within such two year 
period or authorized extension thereof. However, if the Contracting Officer 
determines that the facts justify such action, he may receive and act upon any 
such termination claim at any time after such two-year period or any extension 
thereof. Upon failure of the Contractor to submit its termination claim withia 
the time allowed, the Contracting Officer may determine, on the basis of infor- 
mation available to him, the amount, if any, due to the Contractor by reason 
of the termination and shall thereupon pay to the Contractor the amount so 
determined. 

(d) Subject to the provisions of paragraph (c), the Contractor and the Con- 
tracting Officer may agree upon the whole or any part of the amount or amounts 
to be paid to the Contractor by reason of the total or partial termination of 
work pursuant to this clause, which amount or amounts may include a rea- 
sonable allowance for profit on work done. The contract shall be amended 
accordingly, and the Contractor shall be paid the agreed amount. Nothing in 
paragraph (e) of this clause, prescribing the amount to be paid to the Contractor 
in the event of failure of the Contractor and the Contracting Officer to agree 
upon the whole amount to be paid to the Contractor by reason of the termination 
of work pursuant to this clause, shall be deemed to limit, restrict, or otherwise 
determine or affect the amount or amounts which may be agreed upon to be paid 
to the Contractor pursuant to this paragraph (d). 

(e) In the event of the failure of the Contractor and the Contracting Officer 
to agree as provided in paragraph (d@) upon the whole amount to be paid to 
the Contractor by reason of the termination of work pursuant to this clause, the 
Contracting Officer shall determine, on the basis of information available to him, 
the amount, if any, due to the Contractor by reason of the termination and shall 
pay to the Contractor the amounts determined as follows: 

(1) For completed supplies accepted by the Government (or sold or acquired 
as provided in paragraph (b) (7) above) and not theretofore paid for, a sum 
equivalent to the aggregate price for such supplies computed in accordance with 
the price or prices specified in the contract, appropriately adjusted for any saving 
of freight or other charges; 

(2) The total of: (i) the cost incurred in the performance of the work termi- 
nated, including initial costs and preparatory expense allocable thereto, but ex- 
elusive of any costs attributable to supplies paid or to be paid for under para- 
graph (e) (1) hereof; (ii) the cost of settling and paying claims arising out of 
the termination of work under subcontracts or orders, as provided in paragraph 
(b) (5) above, which are properly chargeable to the terminated portion of the 
contract (exclusive of amounts paid or payable on account of supplies or mate- 
rials delivered or services furnished by subcontractors or vendors prior to the 
effective date of the Notice of Termination, which amounts shall be included 
in the costs payable under (i) above: (iii) a sum equal to two per cent of that 
part of the amount is determined under (i) which represents the cost of articles 
and materials not processed by the Contractor, plus a sum equal to eight per cent 
of the remainder of such amount, but the aggregate of such sums shall not ex- 
ceed six per cent of the whole of the amount determined under subdivision (i) 
above, which amount for the purpose of this subdivision (iii) shall exclude any 
charges for interest on borrowings. 

(3) The reasonable costs of settlement, including accounting, legal, clerical, 
and other expenses reasonably necessary for the preparation of settlement claims 
and supporting data with respect to the terminated portion of the contract and 
for the termination and settlement of subcontracts hereunder, together with 
reasonable storage, transportation, and other costs incurred in connection with 
the protection or disposition of property allocable to this contract. The total 
sum to be paid to the Contractor under (1) and (2) of this paragraph (e) 
shall not exceed the total contract price as reduced by the amount of payments 
otherwise made and as further reduced by the contract price of work not termi- 
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nated. Except for normal spoilage, and except to the extent that the Govern- 
ment shall have otherwise expressely assumed the risk of loss, there shall be 
excluded from the amounts payable to the contractor as provided in paragraph 

(e) (1) and paragraph (3) (2) (i), the fair value, as determined by the Con- 
tracting Officer, in connection with property which is destroyed, lost, stolen or 
damaged so as to become undeliverable to the Government, or to a buyer 
pursuant to paragraph (b) (7). 

(f) Any determination of costs under paragraph (c) or (e) hereof shall be 
governed by the Statement of Principles for Consideration of Costs set forth 
in Part 4 of Section VILI of the Armed Services Procurement Regulation, as in 
effect on the date of this contract. 

(g) The Contractor shall have the right of appeal, under the clause of this 
contract entitled “Disputes,” from any determination made by the Contracting 
Officer under paragraphs (Cc) or (e@) above, except that if the Contractor has 
failed to Submit its claim within the time provided in paragraph (c) above and 
has failed to request extension of such time, he shall have no such right of appeal. 
In any case where the Contracting Officer has made a determination of the 
amount due under paragraph (c) or (e) above, the Government shall pay to the 
Contractor the following: (i) if there is no right of appeal hereunder or if no 
timely appeal has been taken, the amount so determined by the Contracting 
Officer, or (ii) if an appeal has been taken, the amount finally determined on such 
appeal. 

(kh) In arriving at the amount due the Contractor under this clause there shall 
be deducted (1) all unliquidated advance or other uniiquidated payments on 
account theretofore made to the Contractor, (2) any claim which the Gov- 
ernment may have against the Contractor in connection with this contract, and 
(3) the agreed price for, or the proceeds of sale of, any materials, supplies or 
other things acquired by the Contractor or sold, pursuant to the provisions of 
this clause, and not otherwise recovered by or credited to the Government. 

(i) If the termination hereunder be partial, prior to the settlement of the 
terminated portion of this contract, the Contractor may file with the Contracting 
Office a request in writing for an equitable adjustment of the price or prices 
specified in the contract relating to the continued portion of the contract (the 
portion not terminated by the Notice of Termination), and such equitable ad- 
justment as may be agreed upon shall be made in such prices or prices. 

(j) The Government may from time to time, under such terms and conditions 
as it may prescribe, make partial payments and payments on account against 
costs incurred by the Contractor in connection with the terminated portion 
of this contract whenever in the opinion of the Contracting Officer the aggregate 
of such payments shall be within the amount to which the Contractor will be en- 
titled hereunder. If the total of such payments is in excess of the amount 
finally agreed or determined to be due under this clause, such excess shail be pay- 
able by the Contractor to the Government upon demand, together with interest 
computed at the rate of six per cent per annum, for the period from the date such 
excess payment is received by the Contractor to the date on which such excess 
is repaid to the Government: provided, however, that no interest shall be charged 
with respect to any such excess payment attributable to a reduction in the Con- 
tractor’s claim by reason of retention or other disposition of termination in- 
ventory until ten days after the date of such retention or disposition. 

(k) Unless otherwise provided for in this contract, or by applicable statute, 
the Contractor, from the effective date of termination and for a period of six 
years after final settlement under this contract, shall preserve and make avail- 
able to the Government at all reasonable times at the office of the Contractor, 
but without direct charge to the Government, all its books, records, documents, 
and other evidence bearing on the costs and expenses of the Contractor under 
this contract, and relating to the work terminated hereunder, or, to the extent 
approved by the Contracting Officer, photographs, microphotographs or other 
authentic reproductions thereof. 


22. Furnishing of materials and supplies by the Government 

(a) Government‘s Option.—The Contracting Officer may at his option from 
time to time furnish the Contractor with materials and/or supplies not readily 
obtainable in the open market and which are required by the Contractor for the 
performance of this contract. In such event, an equitable adjustment in the 
contract price shall be made as provided in clause 2 hereof. 

(b) Delivery and Disposition Thereof—IiIn the event materials, supplies, 
equipment or other property are furnished under the terms of this clause, 
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for installation in the products and materials or other items called for hereunder, 
or for use in connection with the performance of this contract, said Government 
property shall be delivered to the Contractor f. o. b. cars or carrier’s equipment 
at the plant or plants of contractor, or the point or points nearest thereto that 
rail carrier service is available, and any of such materials, supplies, equipment 
or other property not permanently installed in the products and materials or 
other items called for hereunder, or properly expended by the Contractor in the 
performance of this contract, shall unless otherwise provided herein, be de- 
livered by the Contractor to the Government f. o. b. cars or carrier's equipment 
at Contractor’s plant or at the point or points nearest thereto at which the ship- 
ment can be delivered into carrier’s possession, packed for domestic shipment, 
22A. Government-furnished property 

(a) The Government shall deliver to the Contractor, for use in connection 
with and under the terms of this contract, the property which the schedule or 
the specifications state the Government will furnish (hereinafter referred to 
as “Government-Furnished property”). The delivery or performance dates for 
the supplies or services to be furnished by the Contractor under this contract 
are based upon the expectation that Government-Furnished property of a type 
suitable for use will be delivered to the Contractor at the times stated in the 
schedule or if not so stated in sutiicient time to enable the Contractor to meet 
such delivery or performance dates. In the event that Governinent-Furnished 
property is not delivered to the Contractor by such time or times, the Contract- 
ing Officer shall, if requested by the Contractor, make a determination of the 
delay occasioned the Contractor thereby, and shall grant to the Contractor a 
reasonable extension of time in respect of such delivery or performance dates. 
The Government sball not be liable to the Contractor for damages or loss of 
profit by reason of any delay in delivery of or failure to deliver any or all of 
the Government-Furnished property, except that in case of such delay or failure, 
upon the written request of the Contractor, an equitable adjustment shali be 
made in the delivery or performance dates, or price, or both, and in any other 
coutractural provision affected thereby, in accordance with the procedures pro- 
vided for in the clause of this contract entitled “Changes.” 

(6) By Notice in writing the Contracting Officer taay decrease the property 
furnished or to be furnished by the Government under this contract. In any 
such case, upon the written request of the Contractor, an equitable adjustment 
shall be made in the delivery or performance dates, or price, or both, and in any 
other contractual provisions affected by such decrease, in accordance with the 
procedures provided for in the clause of this contract entitled “Changes”. 

(c) Title to the Government-Furnished property shall remain in the Govern- 
ment. Title to Government-Furnished property shall not be affected by the in- 
corporation or attachment thereof to any property not owned by the Government, 
nor shal! such Government-Furnished property, or any part thereof, be or be- 
come a fixture or lose its identity as personality by reason of affixation to any 
realty. The Contractor shall maintain adequate property control records of 
Government-Furnished property in accordance with the provisions of the “Manual 
for Control of Government Property in Possession of Contractor” dated March 
1951. 

(d) The Government-Furnished property shall, unless otherwise provided 
herein, be used only for the performance of this contract. 

(e) The Contractor shall maintain and administer, in accordance with sound 
industrial practice, a program for the maintenance, repair, protection and preser- 
vation of Government-Furnished property, until disposed of by the Contractor 
in accordance with this clause. In the event that damaged or defective Govern- 
ment-Furnished property is delivered to the Contractor, or any other damage 
occurs to Government-Furnished property the risk of which has been assumed 
by the Government under this contract, the Government shall replace such items 
or the Contractor shall make such repair of the property as the Government 
directs; provided, however, that if the Contractor cannot effect such repair 
within the time required, the Contractor may reject such property. The contract 
price includes no compensation to the Contractor for the performance of any 
repair or replacement for which the Government is responsible, and an equitable 
adjustment will be made in the contract price for any such repair or replacement 
of Government-Furnished property made at the direction of the Government. 
Any repair or replacement for which the Contractor is responsible under the 
provisions of this contract shall be accomplished by the Contractor at its own 
expense. 
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(f) (i) Except for loss, destruction or change, resulting from a failure of the 
Contractor due to willful misconduct or lack of good faith of any of the Con- 
tractor’s managerial personnel as defined herein, to maintain and administer 
the program for the maintenance, repair, protection and preservation of the 
Government-Furnished property, as required by paragraph (e) hereof, and 
except as otherwise specifically provided in this contract, the Contractor shall 
not be liable for loss or destruction of or damage to the Government-Furnished 
property (A) caused by any peril while the property is in transit off the Con- 
tractor’s premises, or (B) caused by any of the following perils while the property 
is on the Contractor’s or subcontractor’s premises, or on any other premises 
where such property may properly be located, or by removal therefrom because of 
any of the following perils: 

(1) Fire; lightning; windstorm, cyclone, tornado, hail; explosion; riot, riot 
attending a strike, civil commotion: vandalism and malicious mischief: sabo- 
tage; aircraft or objects falling therefrom; vehicles running on land or tracks, 
excluding vehicles owned or operated by the Contractor or any agent or employee 
of the Contractor; smoke; sprinkler leakage; earthquake or volcanic eruption; 
flood, meaning thereby rising of a body of water; hostile or warlike action, in- 
cluding action in hindering, combating, or defending against an actual, impend- 
ing or expected attack by any government or sovereign power (de jure or de 
facto), or by any authority using military, naval, or air forces, or by an agent 
of any such government, power, authority or forces; or 

(11) Other peril, of a type not listed above, if such other peril is customarily 
covered by insurance (or by a reserve for self-insurance) in accordance with the 
normal practice of the Contractor, or the prevailing practice in the industry in 
which the Contractor is engaged with respect to similar property in the same 
general locale. 

The Perils as set forth in (A) and (B) above are hereinafter called “excepted 
perils”. 

The term “Contractor’s managerial personnel” as used herein means the Con- 
tractor’s directors, officers and any of its managers, superintendents, or other 
equivalent representatives who have supervision or direction of (1) all or sub- 
stantially all of the Contractor’s business; (II) all or substantially all of the 
Contractor’s operation at any one plant or separate location at which the contract 
is being performed; (IIIT) a separate and complete major industrial operation in 
connection with the performance of this contract. 

(ii) The Contractor represents that it is not including in the price hereunder, 
and agrees that it will not hereafter include in any price to the Government, 
any charge or reserve for insurance (including self-insurance funds or reserves) 
covering loss or destruction of or damage to the Government-Furnished property 
caused by any excepted peril. 

(iii) Upon the happening of loss or destruction of or damage to any Govern- 
ment-Furnished property caused by an excepted peril, the Contractor shall notify 
the Contracting Officer thereof, and shall communicate with the Loss and Salvage 
Organization, if any, now or hereafter designated by the Contracting Officer, and 
with the assistance of the Loss and Salvage Organization so designated (unless 
the Contracting Officer has directed that no such organization be employed), 
shall take all reasonable steps to protect the Government-Furnished property 
from further damage, separate the damaged and undamaged Government-Fur- 
nished property, put all the Government-Furnished property in the best possibte 
order, and furnish to the Contracting Officer a statement of: (A) the lost, de- 
stroyed and damaged Government-Furnished property, (B) the time and origin 
of the loss, destruction or damage, (C) all known interests in commingled prop- 
erty of which the Government-Furnished property is a part, and (D) the insur- 
ance, if any, covering any part of or interest in such commingled property. The 
Contractor shall be reimbursed for the expenditures made by it in performing its 
obligations under this subparagraph (iii) (including charges made to the Con- 
tractor by the Loss and Salvage Organization, except any of such charges the 
payment of which the Government has, at its option, assumed directly), to the 
extent approved by the Contracting Officer and set forth in a Supplemental 
Agreement. 

(iv) With the approval of the Contracting Officer after loss or destruction of 
or damage to Government-Furnished property, and subject to such conditions and 
limitations as may be imposed by the Contracting Officer, the Contractor may, in 
order to minimize the loss to the Government or in order to permit resumption of 
business or the like, sell for the account of the Government any item of Govern- 
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ment-Furnished property which has been damaged beyond practicable repair, or 
which is so commingled or combined with property of others, including the Con- 
tractor, that separation is impracticable. 

(v) Except to the extent of any loss or destruction of or damage to Govern- 
ment-Furnished property for which the Contractor is relieved of liability under 
the foregoing provisions of this clause, and except for reasonable wear and tear 
or depreciation, or the utilization of the Government-Furnished property in ac. 
cordance with the provisions of this contract, the Government-Furnished property 
(other than property permitted to be sold) shall be returned to the Government 
in as good condition as when received by the Contractor in connection with this 
contract, or as repaired under paragraph (e) above. 

(vi) In the event the Contractor is reimbursed or compensated for any loss 
or destruction of or damage to the Government-Furnished property, caused by 
an excepted peril, it shall equitably reimburse the Government. The Contractor 
shall do nothing to prejudice the Government’s rights to recover against third 
parties for any such loss, destruction or damage and, upon the request of the 
Contracting Officer, shall at the Government’s expense, furnish to the Govern- 
ment all reasonable assistance and cooperation (including the prosecution of suit 
and the execution of instruments of assignment in favor of the Government) in 
obtaining recovery. 

(vii) In the event any aircraft are to be furnished under this contract, any loss 
or destruction of, or damage to, such aircraft or other Government-Furnished 
property occurring in connection with operations of said aircraft will be gov- 
erned by the clause of this contract captioned “Flight Risks” to the extent such 
clause is, Dy its terms, applicable. 

(g) The Government shall at all reasonable times have access to the premises 
wherein any Government-Furnished property is located. 

(h) Upon the completion of this contract, or at such earlier date as may be 
fixed by the Contracting Officer, the Contractor shall submit, in a form acceptable 
to the Contracting Officer, inventory schedules covering all items of Government- 
Furnished property not consumed in the performance of this contract (including 
any resulting scrap), or not theretofore delivered to the Government, and shall 
deliver or make such other disposal of such Government-Furnished property, 
as may be directed or authorized by the Contracting Officer. Recoverable scrap 
from Government-Furnished property shall be reported in accordance with a 
procedure and in such form as the Contracting Officer may direct. The net pro- 
ceeds of any such disposal shall be credited to the contract price or shall be paid 
in such other manner as the Contracting Officer may direct. 

(i) Directions of the Contracting Officer and communications of the Contractor 
issued pursuant to this clause shall be in writing. 

23. Reporting of royalties 

If this contract is in an amount which exceeds $10,000, the Contractor agrees 
to report in writing to the Contracting Officer, during the performance of this 
eontract and prior to its completion or final settlement, the amount of any 
royalties or royalty rates paid or to be paid by it directly to others in connec- 
tion with the performance of this contract, together with the names and addresses 
of licensors to whom such payments are made and either the patent numbers 
involved or such other information as will permit identification of the patents 
or other basis on which royalties are to be paid. Where the Contractor’s com- 
pliance with the foregoing reporting requirement is found by the Contracting 
Officer to be impracticable because of the size of the Contractor’s business or 
because of the nature of its accounting procedures, the Contractor may furnish 
one or more reports, based on its established accounting periods and covering 
the entire contract period, of royalties in excess of $1,000 (if computed on an 
annual basis) paid or to be paid to each licensor on the Contractor’s overall busi- 
ness, together with such other information as will permit identification of the 
patents or other basis on which royalties are to be paid, in which event the Con- 
tractor shall furnish to the Contracting Officer, upon his request and at Govern- 
ment expense, an allocation of such royalty payments to Government business 
or to the work or supplies covered by this contract; reference to any such periodic 
royalty reports, previously furnished to any Government agency and covering 
the period of performance of this contract, shall constitute compliance with the 
reporting requirements of this clause. If this contract is in an amount which 
exceeds $10,000 and no royalties or royalty rates are paid or to be paid directly 
to others under the circumstances set forth above, the Contractor agrees so to 
report in writing to the Contracting Officer prior to completion or final settlement 
of this contract. 
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24. Subcontracts 


(a) No contract shall be made by the Contractor with any other party for 
furnishing any of the completed or substantially completed articles, spare parts, 
or work, herein contracted for, without the written approval of the Contracting 
Officer as to sources, and if this contract contains a price redetermination clause, 
no such contract shall be made for an amount which exceeds $25,000 or 10 percent 
of the amount of this contract (whichever is less) without the written approval 
of the Contracting Officer. 

(b) It is the policy of the Government, as declared by the Congress, to bring 
about the greatest utilization of small-business concerns which is consistent with 
efficient production. 

(c) The Contractor agrees to accomplish the maximum amount of subcontract- 
jing to small-business concerns that the Contractor finds to be consistent with 
the efficient performance of this contract. 

(d@) For the purposes of paragraphs (b) and (c) of this clause, the term 
“subcontracts” includes only contracts for the production of or work upon an 
item, component, or assembly manufactured according to Government specifica- 
tions or specifications of a prime contractor and does not include (1) and pur- 
chase of a standard commercial or catalog item, or (2) any purchase of a basic 
raw mnaterial, or (3) any purchase of supplies or services for the general oper- 
ation of the Contractor’s plant, or (4) any purchase from a parent, subsidiary, 
or affiliate of the Contractor. 


25. Reproduction rights 


It is understood and agreed that the Contractor does not convey to the Govern- 
ment any reproduction rights in or to the articles called for herein by virtue of 
the terms of this contract, except as may be herein otherwise provided. 


96. Inspection and audit of books 


(a) The Contractor agrees that its books and records and its plant, or such 
parts thereof as may be engaged in the performance of this contract, shall at all 
reasonable times be subject to inspection and audit by any authorized representa- 
tive of the Department. 


(b) The Contractor shall cause a like provision to be included in all subcon- 
tracts hereunder. 
27. Employment of aliens 


No aliens employed by the Contractor shall be permitted to have access to the 
plans or specifications, or the work under construction, or to participate 
in the contract trials, without the written consent beforehand of the Secretary, 
or his duly authorized representative. 

28. Discount 


In the event payments made under the terms of this contract are subject to a 
discount for payment within a specified period or periods, as set forth in the 
Schedule hereof, time will be computed from date of the delivery of the supplies 
to carrier when final inspection and acceptance are at point of origin, or when 
such supplies are accepted without final inspection pursuant to the provisions 
of clause 34 or from date of delivery at destination or port of embarkation when 
final inspection and acceptance are at those points, or from date correct bill or 
voucher properly certified by the Contractor is received, if the latter date is 
later than the date of delivery. 

29. Shipping requirements 


(a) F. o. b. Carrier’s Equipment.—Whenever it is provided in this contract 
that articles, supplies, materials or other items called for under this contract 
shall be delivered to the Government, f. o. b. Contractor’s plant, any shipment 
occupying sufficient space in a railroad car to constitute a carload shipment sub- 
ject to carload freight rates shall, by the Contractor, be properly and adequately 
loaded in freight cayg jt a railroad siding at, or nearest to, Contractor’s plant, 
and any shipment s} ,ect to less-than-carload freight rates shall, by the Con- 
tractor, be delivered imto the carrier’s possession at the Contractor’s plant, or 
at the point or points nearest thereto at which delivery can be effected. When- 
ever any articles, supplies or other items called for in clause 22 re delivered by 
the Government to the Contractor, they shall be delivered to the Contractor 
f. 0. b. cars or carrier’s equipment at the plant or plants of Contractor or the 
point or points nearest thereto that rail earrier service is available. All said 
shipments shall be made on Government bills of lading, but the Contractor shall 
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for installation in the products and materials or other items called for hereunder, 
or for use in connection with the performance of this contract, said Government 
property shall be delivered to the Contractor f. 0. b. cars or carrier's equipment 
at the plant or plants of contractor, or the point or points nearest thereto that 
rail carrier service is available, and any of such materials, supplies, equipment 
or other property not permanently installed in the products and materials or 
other items called for hereunder, or properly expended by the Contractor in the 
performance of this contract, shall unless otherwise provided herein, be de- 
livered by the Contractor to the Government f. o. b. cars or carrier's equipment 
at Contractor’s plant or at the point or points nearest thereto at which the ship- 
ment can be delivered into carrier’s possession, packed for domestic shipment, 
22A. Government-furnished property 


(a) The Government shall deliver to the Contractor, for use in connection 
with and under the terms of this contract, the property which the schedule or 
the specifications state the Government will furnish (hereinafter referred to 
as “Government-Furnished property”). The delivery or performance dates for 
the supplies or services to be furnished by the Contractor under this contract 
are based upon the expectation that Government-lurnished property of a type 
suitable for use will be delivered to the Contractor at the times stated in the 
schedule or if not so stated in sutiicient time to enable the Contractor to meet 
such delivery or performance dates. In the event that Governient-Furnished 
property is not delivered to the Contractor by such time or times, the Contract- 
ing Officer shall, if requested by the Contractor, make a determination of the 
delay occasioned the Contractor thereby, and shall grant to the Contractor a 
reasonable extension of time in respect of such delivery or performance dates. 
The Government shall not be liable to the Contractor for damages or loss of 
profit by reason of any delay in delivery of or failure to deliver any or all of 
the Government-Furnished property, except that in case of such delay or failure, 
upon the written request of the Contractor, an equitable adjustment shali be 
made in the delivery or performance dates, or price, or both, and in any other 
coutractural provision affected thereby, in accordance with the procedures pro- 
vided for in the clause of this contract entitled ‘““Changes.”’ 

(b) By Notice in writing the Contracting Officer aay decrease the property 
furnished or to be furnished by the Government under this contract. In any 
such case, upon the written request of the Contractor, an equitable adjustment 
shall be made in the delivery or performance dates, or price, or both, and in any 
other contractual provisions affected by such decrease, in accordance with the 
procedures provided for in the clause of this contract entitled “Changes”. 

(c) Title to the Government-Furnished property shall remain in the Govern- 
ment. Title to Government-Furnished property shall not be affected by the in- 
corporation or attachment thereof to any property not owned by the Government, 
nor shall such Government-Furnished property, or any part thereof, be or be- 
come a fixture or lose its identity as personality by reason of affixation to any 
realty. The Contractor shall maintain adequate property control records of 
Government-Furnished property in accordance with the provisions of the “Manual 
for Control of Government Property in Possession of Contractor” dated March 
1951. 

(d) The Government-Furnished property shall, unless otherwise provided 
herein, be used only for the performance of this contract. 

(e) The Contractor shall maintain and administer, in accordance with sound 
industrial practice, a program for the maintenance, repair, protection and preser- 
vation of Government-Furnished property, until disposed of by the Contractor 
in accordance with this clause. In the event that damaged or defective Govern- 
ment-Furnished property is delivered to the Contractor, or any other damage 
oceurs to Government-Furnished property the risk of which has been assumed 
by the Government under this contract, the Government shall replace such items 
or the Contractor shall make such repair of the property as the Government 
directs; provided, however, that if the Contractor cannot effect such repair 
within the time required, the Contractor may reject such property. The contract 
price includes no compensation to the Contractor for the performance of any 
repair or replacement for which the Government is responsible, and an equitable 
adjustment will be made in the contract price for any such repair or replacement 
of Government-Furnished property made at the direction of the Government. 
Any repair or replacement for which the Contractor is responsible under the 
provisions of this contract shall be accomplished by the Contractor at its own 
expense. 
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(f) (i) Except for loss, destruction or change, resulting from a failure of the 
Contractor due to willful misconduct or lack of good faith of any of the Con- 
tractor’s managerial personnel as defined herein, to maintain and administer 
the program for the maintenance, repair, protection and preservation of the 
Government-Furnished property, as required by paragraph (e) hereof, and 
except as otherwise specifically provided in this contract, the Contractor shall 
not be liable for loss or destruction of or damage to the Government-Furnished 
property (A) caused by any peril while the property is in transit off the Con- 
tractor’s premises, or (B) caused by any of the following perils while the property 
is on the Contractor’s or subcontractor’s premises, or on any other premises 
where such property may properly be located, or by removal! therefrom because of 
any of the following perils : 

(I) Fire; lightning; windstorm, cyclone, tornado, hail; explosion; riot, riot 
attending a strike, civil commotion; vandalism and malicious mischief: sabo- 
tage; aircraft or objects falling therefrom; vehicles running on land or tracks, 
excluding vehicles owned or operated by the Contractor or any agent or employee 
of the Contractor; smoke; sprinkler leakage; earthquake or volcanic eruption ; 
flood, meaning thereby rising of a body of water; hostile or warlike action, in- 
cluding action in hindering, combating, or defending against an actual, impend- 
ing or expected attack by any government or sovereign power (de jure or de 
facto), or by any authority using military, naval, or air forees, or by an agent 
of any such government, power, authority or forces; or 

(I1) Other peril, of a type not listed above, if such other peril is customarily 
covered by insurance (or by a reserve for self-insurance) in accordance with the 
normal practice of the Contractor, or the prevailing practice in the industry in 
which the Contractor is engaged with respect to similar property in the same 
general locale. 

The Perils as set forth in (A) and (B) above are hereinafter called “excepted 
perils”. 

The term “Contractor’s managerial personnel” as used herein means the Con- 
tractor’s directors, officers and any of its managers, superintendents, or other 
equivalent representatives who have supervision or direction of (I) all or sub- 
stantially all of the Contractor’s business; (II) all or substantially all of the 
Contractor’s operation at any one plant or separate location at which the contract 
is being performed; (IIT) a separate and complete major industrial operation in 
connection with the performance of this contract. 

(ii) The Contractor represents that it is not including in the price hereunder, 
and agrees that it will not hereafter include in any price to the Government, 
any charge or reserve for insurance (including self-insurance funds or reserves ) 
covering loss or destruction of or damage to the Government-Furnished property 
caused by any excepted peril. 

(iii) Upon the happening of loss or destruction of or damage to any Govern- 
ment-Furnished property caused by an excepted peril, the Contractor shall notify 
the Contracting Officer thereof, and shall communicate with the Loss and Salvage 
Organization, if any, now or hereafter designated by the Contracting Officer, and 
with the assistance of the Loss and Salvage Organization so designated (unless 
the Contracting Officer has directed that no such organization be employed), 
shall take all reasonable steps to protect the Government-Furnished property 
from further damage, separate the damaged and undamaged Government-Fur- 
nished property, put all the Government-Furnished property in the best possible 
order, and furnish to the Contracting Officer a statement of: (A) the lost, de- 
stroyed and damaged Government-Furnished property, (B) the time and origin 
of the loss, destruction or damage, (C) all known interests in commingled prop- 
erty of which the Government-Furnished property is a part, and (1) the insur- 
ance, if any, covering any part of or interest in such commingled property. The 
Contractor shall be reimbursed for the expenditures made by it in performing its 
obligations under this subparagraph (iii) (including charges made to the Con- 
tractor by the Loss and Salvage Organization, except any of such charges the 
payment of which the Government has, at its option, assumed directly), to the 
extent approved by the Contracting Officer and set forth in a Supplemental 
Agreement. 

(iv) With the approval of the Contracting Officer after loss or destruction of 
or damage to Government-Furnished property, and subject to such conditions and 
limitations as may be imposed by the Contracting Officer, the Contractor may, in 
order to minimize the loss to the Government or in order to permit resumption of 
business or the like, sell for the account of the Government any item of Govern- 
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ment-Furnished property which has been damaged beyond practicable repair, or 
which is so commingled or combined with property of others, including the Con- 
tractor, that separation is impracticable. 

(v) Except to the extent of any loss or destruction of or damage to Govern- 
ment-Furnished property for which the Contractor is relieved of liability under 
the foregoing provisions of this clause, and except for reasonable wear and tear 
or depreciation, or the utilization of the Government-Furnished property in ac- 
cordance with the provisions of this contract, the Government-Furnished property 
(other than property permitted to be sold) shall be returned to the Government 
in as good condition as when received by the Contractor in connection with this 
contract, or as repaired under paragraph (e) above. 

(vi) In the event the Contractor is reimbursed or compensated for any loss 
or destruction of or damage to the Government-Furnished property, caused by 
an excepted peril, it shall equitably reimburse the Government. The Contractor 
shall do nothing to prejudice the Government’s rights to recover against third 
parties for any such loss, destruction or damage and, upon the request of the 
Contracting Officer, shall at the Government's expense, furnish to the Govern- 
ment all reasonable assistance and cooperation (including the prosecution of suit 
and the execution of instruments of assignment in favor of the Government) in 
obtaining recovery. 

(vii) In the event any aircraft are to be furnished under this contract, any loss 
or destruction of, or damage to, such aircraft or other Government-Furnished 
property occurring in connection with operations of said aircraft will be govy- 
erned by the clause of this contract captioned “Flight Risks” to the extent such 
clause is, Dy its terms, applicable. 

(g) The Government shall at all reasonable times have access to the premises 
wherein any Government-Furnished property is located. 

(h) Upon the completion of this contract, or at such earlier date as may be 
fixed by the Contracting Officer, the Contractor shall submit, in a form acceptable 
to the Contracting Officer, inventory schedules covering all items of Government- 
Furnished property not consumed in the performance of this contract (including 
any resulting scrap), or not theretofore delivered to the Government, and shall 
deliver or make such other disposal of such Government-Furnished property, 
as may be directed or authorized by the Contracting Officer. Recoverable scrap 
from Government-Furnished property shall be reported in accordance with a 
procedure and in such form as the Contracting Officer may direct. The net pro- 
eeeds of any such disposal shall be credited to the contract price or shall be paid 
in such other manner as the Contracting Officer may direct. 

(i) Directions of the Contracting Cfficer and communications of the Contractor 
issued pursuant to this clause shall be in writing. 

23. Reporting of royalties 

If this contract is in an amount which exceeds $10,000, the Contractor agrees 
to report in writing to the Contracting Officer, during the performance of this 
eontract and prior to its completion or final settlement, the amount of any 
royalties or royalty rates paid or to be paid by it directly to others in connec- 
tion with the performance of this contract, together with the names and addresses 
of licensors to whom such payments are made and either the patent numbers 
involved or such other information as will permit identification of the patents 
or other basis on which royalties are to be paid. Where the Contractor’s com- 
pliance with the foregoing reporting requirement is found by the Contracting 
Officer to be impracticable because of the size of the Contractor’s business or 
because of the nature of its accounting procedures, the Contractor may furnish 
one or more reports, based on its established accounting periods and covering 
the entire contract period, of royalties in excess of $1,000 (if computed on an 
annual basis) paid or to be paid to each licensor on the Contractor’s overall busi- 
ness, together with such other information as will permit identification of the 
patents or other basis on which royalties are to be paid, in which event the Con- 
tractor shall furnish to the Contracting Officer, upon his request and at Govern- 
ment expense, an allocation of such royalty payments to Government business 
or to the work or supplies covered by this contract: reference to any such periodic 
royalty reports, previously furnished to any Government agency and covering 
the period of performance of this contract, shall constitute compliance with the 
reporting requirements of this clause. If this contract is in an amount which 
exceeds $10,000 and no royalties or royalty rates are paid or to be paid directly 
to others under the circumstances set forth above, the Contractor agrees so to 
report in writing to the Contracting Officer prior to completion or final settlement 
of this contract. 
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24. Subcontracts 


(a) No contract shall be made by the Contractor with any other party for 
furnishing any of the completed or substantially completed articles, spare parts, 
or work, herein contracted for, without the written approval of the Contracting 
Officer as to sources, and if this contract contains a price redetermination clause, 
no such contract shall be made for an amount which exceeds $25,000 or 10 percent 
of the amount of this contract (whichever is less) without the written approval 
of the Contracting Officer. 

(b) It is the policy of the Government, as declared by the Congress, to bring 
about the greatest utilization of small-business concerns which is consistent with 
efficient production. 

(c) The Contractor agrees to accomplish the maximum amount of subcontract- 
jing to small-business concerns that the Contractor finds to be consistent with 
the efficient performance of this contract. 

(d) For the purposes of paragraphs (b) and (c) of this clause, the term 
“snbeontracts” includes only contracts for the production of or work upon an 
item, component, or assembly manufactured according to Government specifica- 
tions or specifications of a prime contractor and does not include (1) and pur- 
chase of a standard commercial or catalog item, or {2) any purchase of a basic 
raw material, or (3) any purchase of supplies or services for the general oper- 
ation of the Contractor’s plant, or (4) any purchase from a parent, subsidiary, 
or affiliate of the Contractor. 


25. Reproduction rights 


It is understood and agreed that the Contractor does not convey to the Govern- 
ment any reproduction rights in or to the articles called for herein by virtue of 
the terms of this contract, except as may be herein otherwise provided. 


26. Inspection and audit of books 


(a) The Contractor agrees that its books and records and its plant, or such 
parts thereof as may be engaged in the performance of this contract, shall at all 
reasonable times be subject to inspection and audit by any authorized representa- 
tive of the Department. 

(b) The Contractor shall cause a like provision to be included in all subcon- 
tracts hereunder. 

27. Employment of aliens 


No aliens employed by the Contractor shall be permitted to have access to the 
plans or specifications, or the work under construction, or to participate 
in the contract trials, without the written consent beforehand of the Secretary, 
or his duly authorized representative. 

28. Discount 


In the event payments made under the terms of this contract are subject to a 
discount for payment within a specified period or periods, as set forth in the 
Schedule hereof, time will be computed from date of the delivery of the supplies 
to carrier when final inspection and acceptance are at point of origin, or when 
such supplies are accepted without final inspection pursuant to the provisions 
of clause 34 or from date of delivery at destination or port of embarkation when 
final inspection and acceptance are at those points, or from date correct bill or 
voucher properly certified by the Contractor is received, if the latter date is 
later than the date of delivery. 

29. Shipping requirements 


(a) F. o. b. Carrier’s Equipment.—Whenever it is provided in this contract 
that articles, supplies, materials or other items called for under this contract 
shall be delivered to the Government, f. 0. b. Contractor’s plant, any shipment 
occupying sufficient space in a railroad car to constitute a carload shipment sub- 
ject to carload freight rates shall, by the Contractor, be properly and adequately 
loaded in freight eagg@it a railroad siding at, or nearest to, Contractor’s plant, 
and any shipment t to less-than-carload freight rates shall, by the Con- 
tractor, be delivered © the carrier’s possession at the Contractor's plant, or 
at the point or points nearest thereto at which delivery can be effected. When- 
ever any articles, supplies or other items called for in clause 22 re delivered by 
the Government to the Contractor, they shall be delivered to the Contractor 
f. 0. b. cars or carrier’s equipment at the plant or plants of Contractor or the 
point or points nearest thereto that rail carrier service is available. All said 
shipments shall be made on Government bills of lading, but the Contractor shall 
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make application therefor on Air Materiel Command Form No. 63A, which ap- 
plication shall be made in the manner prescribed in clause 33. In inserting 
descriptions in Government bills of lading the Contractor will comply with the 
rules and provisions of the freight classifications and tariffs of the carrier or 
earriers involved. 

(b) F. 0. b. Destination.—Whenever it is provided in this contract that prod- 
ucts and materiais or other items shall be delivered f. 0. b. specified destinations, 
such products and materials or other items shall be shipped direct by the Con- 
tractor to the specified destinations on commercial bills of lading, f. 0. b. each 
destination, at the expense of the Contractor. 

(c) Shipping Instructions.—If not otherwise provided herein, names of con- 
signees of all products and materials or other items to be delivered by the Con- 
tractor hereunder will be furnished to the Contractor in writing by the Contract- 
ing Officer at a later date. Request therefor shall be made to Headquarters, 
Air Materiel Command, Wright-Patterson AF Base, Ohio, Attention: MCPPSS4 
not later than fifteen (15) days prior to the date on which any of the articles 
are ready for shipment. 

(d) Notice of Shipments.—At time of delivery of any shipment of supplies to 
a earrier for transportation, the Contractor shall give prepaid notice of ship- 
ment to the consignee establishment, and to such other persons or installations 
designated by the Contracting Officer, in accordance with instructions of the 
Contracting Officer. If such instructions have not been received by the Contrac- 
tor at least 24 hours prior to such delivery to a carrier, the Contractor shall re- 
quest instructions from the Contracting Officer concerning the notice of shipment 
to be given. 

380. Military security requirements 

(a) The provisions of the following paragraphs of this clause shall apply only 
if, and to the extent that this contract involves access to matters classified ‘““Top 
Secret,” “Secret,” “Confidential,” or “Restricted.” 

(6) The Contractor agrees to provide and maintain a system of security con- 
trols within its or his own organization in accordance with (i) the requirements 
of the Department of Defense Industrial Security Manual for Safeguarding 
Classified Matter, dated January 18, 1951, as in effect on date of this contract, 
which Manual is hereby incorporated by reference and made a part of this con- 
tract, and (ii) any amendments to said Manual required by the demands of 
national security as determined by the Government and made after the date of 
this contract, notice of which has been furnished to the Contractor. 

(c) The Government agrees that it shall indicate when necessary by classifica- 
tion (“Top Secret,” “Secret,” “Confidential,” or “Restricted”), the degree of im- 
portance to the national defense of information pertaining to supplies, services, 
and other matters to be furnished by the Contractor to the Government or the 
Government to the Contractor, and the Government shall give written nottice of 
such classification to the Contractor and of any subsequent changes thereof. The 
Contractor is authorized to rely on any letter or other written instrument signed 
by the Contracting Officer changing the classification of matter. 

(d) Designated representatives of the Government responsible for inspection 
pertaining to industrial plant security shall have the right to inspect at reason- 
able intervals the procedures, methods, and facilities utilized by the Contractor 
in complying with the requirements of the terms and conditions of this clause. 
Should the Government, through its authorized representative, determine that 
the Contractor’s security methods, procedures, or facilities do not conform to 
such requirements, it shall submit a written report to the Contractor advising 
him of the proper actions to be taken in order to effect compliance with such 
requirements. 

(e) Any disagreement concerning a question of fact arising under this clause 
shall be considered a dispute within the meaning of the clause of this contract 
entitled “Disputes.” . 

(f) The Contractor agrees to insert, in all subcont hereunder which in- 
volve access to classified matter, provisions which shal form substantially to 
the language of this clause, including this paragraph (f). 

31. Notice to the Government of labor disputes 

(a) Whenever the Contractor has knowledge that any actual or potential labor 
dispute is delaying or threatens to delay the timely performance of this contract, 
the Contractor shall immediately give notice thereof, including all relevant infor- 
mation with respect thereto, to the Contracting Officer. 
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(b) The Contractor will include in each subcontract hereafter made under this 
contract the following provision: 

“Whenever an actual or potential labor dispute is delaying or threatens to 
delay the timely performance of this contract, ---_.__.________ (Subcontractor) 
will immediately give notice thereof to the nearest AF Representative. Such 
notice shall include all relevant information with respect to such dispute.” 

As used in this paragraph (0) the term “subcontract” shall not include sub- 
contracts for standard commercial supplies or for raw materials. 


32. Deleted. 
33. Delivery. 


(a) If any aircraft are required to be furnished to the Government under this 
contract, the following provisions of this paragraph shall be applicable to the 
delivery thereof. Unless otherwise provided in this clause or elsewhere in this 
contract, all said aircraft shall be delivered completely set up, serviced and ready 
for flight at the flying field where the same are to be finally inspected pursuant 
to the provisions of paragraph (a) of clause 34 hereof. All fuel, oil and/or cool- 
ing fluid necessary for engine tests and/or flight tests required to be made under 
the provisions of AF Specification No. R-1800—E, shall be furnished and supplied 
at the expense of the Contractor. All fuel, oil and/or cooling fluid necessary for 
fly-away shall be furnished by the Contractor at its expense in an amount to 
be designated by the ferry pilot for each aircraft delivered. In the event it be- 
comes necessary to ship any of the aircraft called for by rail or other carrier, same 
shall be packed us may be directed in writing by the Contracting Officer, such 
changes as may be necessary relating to packing and shipping to be made under 
the provisions of clause 2 hereof. 

(b) If any spare parts or special hand tools and ground equipment are required 
to be furnished to the Government under this contract in accordance with the 
terms of any Appendix attached to or made a part of this contract, said spare 
parts and such special hand tools and ground equipment shall be delivered in ac- 
cordance with the provisions and said Appendix. 

(c) Except as otherwise provided in paragraph (0) of this clause or elsewhere 
herein, al! the spare parts, if any, required to be furnished to the Government 
under this contract shall be delivered in accordance with the following schedule: 
The Contractor shall deliver in each month that quantity of each item of spare 
parts listed on the final spare parts exhibit, or on the respective final spare parts 
exhibits, to this contract, which bears the same ratio to the total quanity of such 
item to be furnished as the number of articles to which such part relates to be 
delivered in such month bears to the total number of such articles to be furnished. 
Where a fraction of a part, more than one-half (1%), is involved in this arrange- 
ment, a complete part shall be delivered. 

(d) Except as otherwise provided in the next two succeeding sentences of this 
paragraph (d), and except as to aircraft to be flown away, all the supplies re- 
quired to be furnished under this contract shall be delivered to the Government 
f. 0. b. cars or carrier’s equipment at the plant or plants (or the point or points 
nearest thereto that rail carrier service is available) at which such supplies are 
to be finally inspected pursuant to the provisions of clause 34 hereof and shall be 
packed in accordance with the requirements hereof. If the Contracting Officer 
directs in writing that any of the supplies to be furnished hereunder be shipped 
by air such supplies shall be delivered to the Government f. o. b. a flying field 
desiznated by the Contracting Officer for such purpose in the vicinity of the plant 
or plants at which such supplies are to be finally inspected pursuant to the pro- 
visions of clause 34 hereof. If the Contracting Officer directs in writing that 
any of the supplies to be furnished hereunder be shipped other than by rail or 
air, such supplies shall be delivered to the Government f. o. b. the plant or plants 
at which such supplies are to be finally inspected pursuant to the provisions of 
clause 34 hereof. 

(e) For the purpose of determining the fulfillment of this contract so far as 
delivery dates are concerned, in the event the delivery point or points are not 
the same as the point or points of destination, the time of delivery of the 
supplies shall be calculated as the date of final Government inspection ready for 
Shipment to destination as certified to by the Government representative or, in 
the event of acceptance of the articles without inspection, pursuant to the pro- 
visions of clause 34, as the date of delivery to the carrier ready for shipment to 
destination. 

(f) In the event shipments are to be made on government bills of lading, the 
Contractor will make application/s therefor on AMC Form No. 63A addressed 
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to the Officer in Charge, AMC Field Transportation Office, Mid-Control Air 
Procurement District, 165 N. Canal Street, Chicago 6, Illinois. 


84. Additional inspection requirements 


(a) Unless otherwise provided herein, if any aircraft are required to be 
furnished to the Government hereunder and the same are to be flown away, 
such aircraft shall be finally inspected and accepted by the Government at a 
fiying field or fields to be approved by the Government in the vicinity of the 
Contractors’ plant or plants specified in paragraph (0b) of this clause or in the 
vicinity of any other plant or plants of the Contractor approved for such purpose 
in writing by the Contracting Officer. Unless otherwise provided herein, such 
inspection and acceptance shall be accomplished in accordance with the pro- 
visions of AF Specification No. R-1800-E. 

(b) The plant or plants of the Contractor at Kansas City, Kansas, are 
designated as the point or respective points for final inspection and acceptance 
by the Government of all the supplies (other than aircraft to be flown away, if 
any) to be furnished under this contract. 

(c) At the option of the Contracting Office any of the supplies to be furnished 
hereunder may be accepted without Government inspection upon receipt of a 
certificate of the Contractor attached to an invoice for said supplies reading 
substantially as follows: 


“T hereby certify that I did, on the ~----~- CN ccna scenviemtindeetsueal , 19_., ship 
BN Nice: iain wahcte eae ce , in accordance with shipping instructions issued by the 
Contracting Officer, the supplies called for by ~------------- Contract No, 


netitminedliiiacste ; that such supplies were in the quantities and of the quality called 
for, and were in all respects in accord with the applicable specifications. This 
statement is furnished to support payment of the attached invoice.” 

(d@) Notwithstanding any provisions of the certificate above referred to, the 
liability of the Contractor with respect to the supplies covered by this contract 
will, after inspection by the Government, or after the expiration of a reasonable 
time following delivery to the Government within which inspection may be 
made, whichever occurs first, be limited (except as to supplies rejected upon 
such inspection) to liability for latent defects, fraud or such gross mistakes as 
amount to fraud. 

(e) The provision of paragraph (c) of clause 5 reading as follows: 

“But failure to inspect and accept or reject supplies shall neither relieve the 
Contractor from responsibility for such supplies are as not in accordance with 
the contract requirements nor impose liability on the Government therefor” 
shall not be applicable to any supplies accepted without Government inspection 
pursuant to the foregoing provisions of this Clause. 

(f) The respective points for final inspection and acceptance by the Govern- 
ment of all the supplies (other than aircraft to be flown away, if any) to be 
furnished under this contract shall be, in addition to the plant or plants of the 
Contractor specified in paragraph (b) of this clause, any other plant or plants 
of the Contractor or any plant or plants of a subcontractor or vendor of the 
Contractor hereunder, provided that such other plant or plants of the Contractor 
or such plant or plants of a subcontractor or vendor shall have been approved 
for such purpose in writing by the Contracting Officer. It is expressly under- 
stood by the Contractor that request by it for the approval referred to in the 
preceding sentence must be made as soon as practicable to permit the Govern- 
ment to make necessary arrangements for inspection and acceptance, and that 
the Government is not obligated to make such final inspection and acceptance at 
any point so approved until a reasonable period after the date of such approval. 

(9) Interchangeability—The Contractor shall, in the manufacture of the 
articles to be supplied under this contract, be required to use jigs, fixtures, and/or 
other devices and appliances in all processes where such use is conducive to in- 
terchangeability and uniformity of the product, of such character as will reduce 
the necessity for selective assembly to the least practicable minimum, and 
whenever the inspector shall determine that any jig, fixture, device or other 
appliance is incorrect, worn, damaged, or defective to such an extent as to 
adversely affect basic interchangeability of the article manufactured, he shall 
so inform the Contractor in the Same manner as applied to the rejection of de 
fective material presented for acceptance by the Government representatives, 
and the Contractor shall not thereafter use the said jig, fixture, or appliance, in 
its incorrect, worn, damaged, or defective form in the manufacture of articles 
intended for delivery under this contract. The Contractor shall inform the 
inspector when materials or parts are ready for inspection. 
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35. Neutrality act of 1939 


If any of the supplies to be delivered under this contract are arms, ammuni- 
tion, or implements of war, as listed in the current proclamation issued by the 
President pursuant to the Neutrality Act of 1939 (22 U. S. Code 452), the Con- 
tractor either (i) represents that it is properly registered under said Act and 
agrees to furnish satisfactory evidence thereof upon request or (ii) represents 
that it is not subject to suid Act and agrees to furnish satisfactory evidence 
thereof upon request. 


36. Renegotiation 


(a) This contract is subject to the Renegotiation Act of 1951 (Public Law 9, 
82nd Congress) and shall be deemed to contain all the provisions required by Sec- 
tion 104 of said Act. 

(b) The Contractor (which term as used in this clause means the party con- 
tracting to furnish the materials or perform the work required by this contract) 
agrees to insert the provisions of this clause, including this paragraph (b), in 
all subcontracts as required by Section 104 of the Renegotiation Act of 1951; 
provided, that the Contractor shall not be required to insert the provisions of 
this clause in any subcontract of a class or type described in Section 106 (a) of 
the Renegotiation Act of 1951. 


87. Examination of records 


(a) The Contractor agrees that the Comptroller General of the United States 
or any of his duly authorized representatives shall, until the expiration of three 
years after final payment under this contract, have access to and the right to 
examine any directly pertinent books, documents, papers, and records of the 
Contractor involving transactions related to this contract. 

(b) The Contractor further agrees to include the following provision, with 
appropriate insertions, in all his subcontracts hereunder : 

“(Name of Subcontractor) agrees that the Comptroller General of the United 
States or any of his duly authorized representatives shall, until the expiration 
of three years after final payment under prime contract (contract symbol and 
number) between the United States of America and (name of Contractor), have 
access to and the right to examine any directly pertinent books, documents, papers, 
and records of (name of subcontractor) involving transactions related to this 
contract.” 

(c) The provisions of paragraphs (@) and (0) above are in addition to any 
other provisions of this contract relating to, access to, retention of, and inspec- 
tion of records. 


38. Ceiling prices 

Contractor agrees that prices invoiced hereunder will not exceed the lower of 
(i) the Contract prices or (ii) any applicable ceiling prices established by the 
Office of Price Stabilization or other authorized Government Agency. 


89. Gratuities 


(a) The Government may, by written notice to the Contractor, terminate the 
right of the Contractor to proceed under this contract if it is found, after notice 
and hearing, by the Secretary or his duly authorized representative, that gratu- 
ities (in the form of entertainment, gifts, or otherwise) were offered or given 
by the Contractor, or any agent or representative of the Contractor, to any 
officer or employee of the Government with a view toward securing a contract 
or securing favorable treatment with respect to the awarding or amending, or 
the making of any determinations with respect to the performing, of such con- 
tract; provided that the existence of the facts upon which the Secretary or his 
duly authorized representative makes such findings shall be in issue and may 
be reviewed in any competent court. 

(b) Inthe event this contract is terminated as provided in paragraph (a) here- 
of, the Government shall be entitled (i) to pursue the same remedies against 
the Contractor as it could pursue in the event of a breach of the contract by 
the Contractor, and (ii) as a penalty in addition to any other damages to which 
it may be entitled by law, to exemplary damages in an amount (as determined 
by the Secretary or his duly authorized representative) which shall be not less 
than three nor more than ten times the costs incurred by the Contractor in 
providing any such gratuities to any such officer or employee. 

{c) The rights and remedies of the Government provided in this clause shall 
not be exclusive and are in addition to any rights and remedies provided by law 
or under this contract. 
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394A, Metalworking machinery report 

If this contract involves the acquisition by the Contractor of metalworking 
machinery for which Air Force Defense Order Certification has been obtained 
or will hereafter be required, the Contractor shall submit such reports or informa- 
tion relating to such acquisition, as the Contracting Officer may require. 
39B. Classification 

This contract has an overall security classification of “Restricted” as set forth 
in the Security Requirements Check List, attached hereto and hereby made a 
part hereof. Routine administration details not disclosing data pertaining to 
the items involved are unclassified. 

40. Flight risks 

(a) Each and every operation of any aircraft (including in the term “opera- 
tion” tests of aircraft, tests of equipment and accessories installed therein, and 
the operation of any powerplant installed therein, whether or not the aircraft 
is in motion during the making of any such test or the operation of any such 
powerplant) (1) to be furnished to the Government under this contract, or (2) 
furnished to the Contractor by the Government for the performance of this ¢on- 
tract, whether conducted by the Contractor, by the Government, or by any person 
authorized by the Government shall be conducted at the risk of the Government 
insofar as loss or destruction of or damage to such aircraft (including equipment 
and accessories installed therein) is concerned, notwithstanding the provisions 
of Ciause 22 hereof and any provisions of applicable AF Specifications relating 
to Contractor’s liability in connection with such operation ; provided, that if per- 
sonnel conducting such operation are not either furnished by the Government or 
approved in writing by the Air Procurement District Commander having admin- 
istrative responsibility for this contract, or his representative to whom such 
authority has been delegated, such operation shall be conducted at the risk of the 
Contractor and the Contractor shall be liable for loss and destruction of and 
damage to Government property occurring in the ceurse of such operation; and 
further provided that the Contractor shall bear the risk of and, with respect to 
Government-owned property, shall be liable for loss and destruction of and 
damage to such aircraft, equipment and accessories occurring in the course of 
such operation and resulting from willful misconduct or failure to exercise 
good faith on the part of the Contractor's corporate officers or other representa- 
tives having supervision or direction of the operation of the whole of the Con- 
tractor’s business or of the whole of any plant operated by the Contractor in the 
performance of this contract. 

(6) If prior to final acceptance by the Government any aircraft defined under 
paragraph (a)(1) above, are lost, destroyed or damaged during such operation 
thereof and if the disk of such loss, damage or destruction is borne by the Goy- 
ernment under paragraph (a) hereof, the Government shall have the right to 
terminate this contract with respect to such aircraft, or in case such aircraft is 
damaged, the Government may elect to require that such aircraft be restored by 
the Contractor to the condition in which it was immediately prior to such damage, 
If the Government elects to terminate this contract with respect to such aircraft, 
the Contractor shall deliver to the Government at the place at or from which 
such operation is conducted all or such parts of such aircraft as the Contracting 
Officer may designate, and the Contractor shall be paid the contract price for 
said aircraft less such amount as shall be determined by the Contracting Officer 
as the reasonable value of any portion of said aircraft not completed at the com- 
mencement of said operation. If the Government requires the aircraft, if dam- 
aged, to be restored as aforesaid, an equitable adjustment shall be made in the 
amount due under this contract and in the time required for its performance 
and this contract shall be modified in writing accordingly. Any disputes that may 
arise under the provisions of this Clause shall be determined as provided in 
Clause 12 hereof. 

41. Revision of prices (retroactive for first period). 

(a) The prices in Part I may be increased or decreased in accordance with 
this Clause. 

(b) Times for negotiation.—Upon acceptance of the 71st airplane to be fur- 
nished under this contract, the parties shall negotiate to revise the prices of all 
items theretofore and thereafter to be delivered. Upon acceptance of the 299th 
airplane to be furnished under this contract, the parties shall negotiate to revise 
the prices of all items thereafter to be delivered. Within 20 days after the end 
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of the month in which the 71st and 299th airplanes respectively are accepted by 
the Government, the Contractor shall furnish to the Contracting Officer the 
statements and data referred to in paragraph (c) of this Clause. In the event 
the effective date of a price revision falls within 45 days prior to the end of the 
month in which the 299th airpiane is accepted, no negotiation for revision of 
price shall take place based upon the date of the acceptance of the 299th airplane. 
At any time and from time to time after the acceptance of said 71st airplane, 
subject to the limitation specified in this Clause, either the Government or the 
Contractor may deliver to the other a written demand that the parties negotiate 
to adjust the prices under this contract. No demand shall have an effective date 
prior to 90 days after the acceptance of said 71st airplane and thereafter neither 
party shall make a demand within 90 days of the effective date of any prior de- 
mand; provided, however, that there shall have been no price redetermination 
based upon the date of acceptance of the 299th airplane. 

Fach demand shall specify a date (identical with or subsequent to the date of 
the delivery of the demand) as of which the revised prices shall be effective as 
to the deliveries made thereon and thereafter. This date is hereinafter referred 
to as “the effective date of the price revision.” For the purposes of the first 
negotiation contemplated by this paragraph, the date of execution of this con- 
tract shall be deemed to be the effective date of the price revision. Any demand 
under this Clause, if made by the Contractor, shall state briefly the ground or 
grounds therefor and shall be accompanied by the statements and data referred 
to in paragraph (c) of this Clause. If the demand is made by the Government, 
such statements and data will be furnished by the Contractor within 30 days 
of the delivery of the demand. 

(2) In the event all remaining work under this contract, as it may from time 
to time be amended, shall be terminated under Clause 21, no demand shall then 
or thereafter be made and any demaad the effective date of which is less than 
30 days before the effective date of such termination shall be void and of no 
effect. 

(c) Submission of data.—At the time or each of the times specified or pro- 
vided for in paragraph (b) of this Clause the Contractor shall submit (i) a new 
estimate and breakdown of the unit cost and the proposed prices of the items 
remaining under this contract after the effective date of the price revision, 
itemized so far as is practicable in the manner prescribed by War Department 
Standard Form No. 105; (ii) an explanation of the differences between the 
original (or last preceding) estimate and the new estimate; (iii) such relevant 
shop and engineering data, cost records, overhead absorption reports and account- 
ing statements as may be of assistance in determining the accuracy and reliability 
of the new estimate; (iv) a statement of experienced costs of production here- 
under to the extent that they are available at the time or times of the negotiation 
of the revision of prices hereunder; and (v) any other relevant data usually 
furnished in the case of negotiation of prices under a new contract. The govern- 
ment may make such examination of the Contractor’s accounts, records and books 
as the Contracting Officer may deem necessary. 

(d) Negotiations.—(1) Upon the filing of the statements and data required 
by paragraph (c) of this Clause, the Contractor and the Contracting Officer will 
negotiate promptly in good faith to agree upon prices for items to be delivered 
on and after the effective date of the price revision. Negotiations for price 
revisions under this Clause shall be conducted on the same basis, employing the 
same types of data (including, without limitations, comparative prices. com- 
parative costs, and trends thereof) as in the negotiation of prices under a new 
Department of the Air Force contract. 

(2) After each negotiation the agreement reached will be evidenced by a sup- 
plemental agreement stating the revised prices to be effective with respect to 
deliveries on and after the effective date of the price revision (or such other 
later date as the parties may fix in such supplemental agreement). 

(e) Disagreements.—If within 30 days after the date on which the state- 
ments and data are required pursuant to paragraph ()) of this Clause to be 
filed (or such further period as may be fixed by written agreement) the Con- 
tracting Officer and the Contractor fail to agree to revised prices, the failure 
to agree shall be deemed to be a disagreement as to a question of fact which 
shall be disposed of in accordance with Clause 12 (Disputes), and the prices so 
fixed shall remain in effect for the balance of the contract notwithstanding any 
other provision of this Clause. 
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(f) Payments.—Until new prices shall become effective in accordance with 
this Clause, the prices in force at the effective date of the price revision shall 
be paid upon all deliveries, subject to appropriate later revision made pur. 
suant to paragraph (d) or (e) or (g) (2) (B) of this Clause. 

(g) Termination provisions.—For any cf the purposes of Clause 21 of this 
eontract (including, without limitations, the computation of ‘the total contract 
price” and “the contract price of work not terminated”), the contract price of 
delivered articles shall be deemed to be, 

(1) for all items delivered prior to the effective date of the price revision, 
the contract price (giving effect to any prior revisions under this Clause) ap- 
plicable to each such item ; 

2) for all items delivered on or after the effective date of the price revision; 

(A) the contract price as revised in accordance with this Clause if such 
revision shall have been agreed upon; and 

(B) if such revision shail not have been agreed upon then such estimated 
prices as the Contractor and the Contracting Officer may agree upon as 
reasonable under all the circumstances and in the absence of such agree- 
ment such reasonable prices as may be determined in accordance with Clause 
12 (Disputes). 

(h) Termination during the initial period.—tIn the event that this contract 
is terminated under Clause 21, or the Contractor's right to deliver is terminated 
under Clause 11 (Default), so that the last delivery under the contract as termi- 
nated is made prior to the completion of the initial period as specified in para- 
graph (6b) of this Clause, the Contractor within 60 days after such last delivery 
shall furnish the data required by paragraph (c) of this Clause and thereupon 

he parties shall negotiate in good faith to agree upon revised prices under this 

contract. The agreement reached shall be evidenced by a supplemental agree- 
ment to this contract stating the revised prices under the contract. Any dis- 
agreement as to the revised prices will be disposed of as a question of fact in 
accordance with Clause 12 (Disputes). 

(i) Without otherwise limiting the application of good accounting practices, 
there shali be recognized as being properly included in costs: 


(1) The cost of moving transferred employees back to their original location 
upon compietion or termination of the contract. 

(2) The cost to the Contractor of the following items, and such other items as 
the Contracting Officer may at any time determine should be included in this 
category, supplied by Divisions of General Motors Corporation other than Buick- 
Oldsimobile-Pontiae Assembly Division, shall be the invoice price of the said item, 
providing that the suppiying Division shall certify that such invoice price is not 
in excess of the prices for such items charged other Division of General Motors 
Corporation, the public, or the Government, whichever is lowest. The invoice 
price of said items shall not be subject to price redetermination but shall be 
treated in all respects the same as the price of materials purchased from third 
parties: 

New Departure Division—Ball, hydraulic check (a standard catalogue item). 

Packard Electric Division—Shielded and unshielded wire. 

(3) The cost to the Contractor of the following items: 

Delco Products Division, Shock Struts. 

Saginaw steering Gear Division—Cylinder assemblies, valve cylinder package 
valve assemblies, and transmission assemblies, and such other items as the Com 
tracting Officer may at any time determine to be included in this category, sup- 
plied by Divisions of General Motors Corporation other than Buick-Oldsmobile 
Pontiac Assembly Division, shall be the invoice price of said item, provided that 
the invoice price charged by the supplying Division shall be subject to price 
redetermination under the Price Redetermination article of this contract. The 
invoice price so redetermined shall be treated in all respects the same as the price 
of materials purchased from third parties. 

(4) The cost to the Contractor of all other items supplied by other Divisions 
of General Motors Corporation shall be the cost to the supplying Division, which 
cost shall be treated in all respects the same as the costs of the Contracting 
Division. 

(5) The premium portion of overtime wage payments shall be an allowable 
item of cost in any price revision under this contract, if and to the extent the 
overtime for which premium payments are claimed, has been approved in writing 
by the Contracting Officer. 
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42. Partial payments 


Partial payments, which are hereby defined as payments prior to acceptance 
on work in progress for the Government under this contract, may be made upon 
the following terms and conditions: 

(a) The Contracting Officer may, from time to time, authorize the partial 
payments to the Contractor upon property acquired or produced by it for the 
performance of this contract; Provided, That such partial payments shall not 
exceed 75 percent of the cost to the Contractor of the property upon which pay- 
ment is made, which cost shall be determined from evidence submitted by the 
Contractor and which must be such as is satisfactory to the Contracting Officer ; 
Provided further, That in no event shall the total of unliquidated partial pay- 
ments (see (c) below) and of unliquidated advance payments, if any, made under 
this contract, exceed 80 percent of the total contract price of supplies still to be 
delivered. 

(b) Upon the making of any partial payment under this contract, title to all 
parts, materials, inventories, work in process and nondurable tools theretofore 
acquired or produced by the Contractor for the performance of this contract, 
and properly chargeable thereto under sound accounting practice, shall forth- 
with vest in the Government; and title to all like property thereafter acquired 
or produced by the Contractor for the performance of this contract and properly 
ehargeable thereto as aforesaid shall vest in the Government forthwith upon 
said acquisition or production: Provided, That nothing herein shall deprive 
the Contractor of any further partial or final payments due or to become due 
hereunder ; or relieve the Contractor or the Government of any of their respective 
rights or obligations under this contract. 

(c) In making payment for the supplies furnished hereunder, there shall be 
deducted from the contract price therefor a proportionate amount of the partial 
payments theretofore made to the Contractor, under the authority herein con- 
tained. 

(d) It is recognized that property (including, without limitation completed 
supplies, spare parts, drawings, information, partially completed supplies, work 
in process, materials, fabricated parts and other things called for herein) title 
to which is or nay hereafter become vested in the Government pursuant to this 
Clause will from time to time be used by or put in the care, custody, or possession 
of the Contractor in connection with the performance of this contract. The 
Contractor, either before or after reeeipt of notice of termination at the option 
of the Government, may acquire or dispose of property to which title is vested 
in the Government under this Clause, upon terms approved by the Contracting 
Officer, provided that after receipt of notice of termination, any such property 
that is a part of termination inventory may be aequired or disposed of only in 
accordance with the provisions of the termination clause of this contract and 
applicable laws and regulations. The agreed price (in case of acquisition by 
the Contractor) or the proceeds received by the Contractor (in case of any 
other disposition), shall, to the extent that such price and proceeds do not exceed 
the unliquidated balance of partial payments hereunder, be paid or credited 
to the Government as the Contracting Officer shall direct; and such unliquidated 
balance shall be reduced accordingly. Current production scrap may be sold 
by the Contractor without approval of the Contracting Officer but the proceeds 
will be applied as provided in this paragraph (d), provided that any such scrap 
which is a part of termination inventory may be sold only in accordance with 
the provisions of the termination clause of this contract and applicable laws 
and regulations. Upon liquidation of all partial payments hereunder or upon 
completion of deliveries called for by this contract, title to all property (or the 
proceeds thereof) which has not been delivered to and accepted by the Govern- 
ment under this contract or which has not been incorporated in supplies delivered 
to and accepted by the Government under this contract and to which title has 
vested in the Government under this Clause shall vest in the Contractor. 

(e) The provisions of this contract referring to “Liability for Government- 
furnished Property” and any other provision of this contract defining liability 
for Government-furnished property shall be inapplicable to property to which 
the Government shall have acquired title solely by virtue of the provisions of 
this Clause. The provisions of this Clause shall not relieve the Contractor from 
risk of loss or destruction of or damage to property to which title vests in the 
Government under the provisions hereof. 

(f) If this contract (as heretofore or hereafter supplemented or amended) 
contains provisions for Advance Payments, and in addition if at the time any 
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partial payment to be made to the Contractor under the provisions of this partial 
payments clause any unliquidated balance of advance payments is outstanding, 
then notwithstanding any other provision of the Advance Payments Clause of 
this contract the net amount, after appropriate deduction for liquidation of the 
advance payment, of such partial payment shall be deposited in the special bank 
account or accounts maintained as required by the provisions of the Advance Pay- 
ments Clause, and shall thereafter be withdrawn only pursuant to such pro- 
visions. 

(g) For the purpose of this clause, the term “property acquired or produced 
by it” shall include property to which the Contractor takes title by reason of 
making partial payments to a subcontractor; provided, the subcontract under 
which such partial payments are made and the partial payments clause have 
been approved by the Contracting Officer, and provided further, such partial 
payments clause is not less favorable to the Government than this clause, and 
provided further, the Government shall pay the Contractor 100 percent of the 
amount paid to subcontractors under the provisions of such clause. 

43. Clause 30 is hereby deleted and the following Clause found on page 14 is 
substituted in lieu thereof : 


30. Military security requirements 


(a) The provisions of the following paragraphs of this clause shall apply 
only if and to the extent that this contract involves access to matter classified 
“Top Secret,” “Secret,” “Confidential,” or “Restricted.” 

(b) The Contractor agrees to provide and maintain a system of security con- 
trols within its or his own organization in accordance with (i) the requirements 
of the Department of Defense Industrial Security Manual for Safeguarding 
Classified Matter, dated January 18, 1951, as in effect on date of this contract, 
which Manual is hereby incorporated by reference and made a part of this con- 
tract, and (ii) any amendments to said Manual required by the demands of 
national security as determined by the Government and made after the date of 
this contract, notice of which has been furnished to the Contractor. 

(c) The Government agrees that it shall indicate when necessary by classifi- 
cation (“Top Secret,” “Secret,” “Confidential,” or “Restricted”), the degree of 
importance to the national defense of information pertaining to supplies, services, 
and other matters to be furnished by the Contractor to the Governmetn or the 
Government to the Contractor, and the Government shall give written notice of 
such classification to the Contractor and of any subsequent changes thereof. The 
Contractor is authorized to rely on any letter or other written instrument signed 
by the Contracting Officer changing the classification of matter. 

(d) Designated representatives of the Government responsible for inspection 
pertaining to industrial plant security shall have the right to inspect at reason- 
able intervals the procedures, methods, and facilities utilized by the Contractor 
in complying with the requirements of the terms and conditions of this clause. 
Should the Government, through its authorized representative, determine that 
the Contractor’s security methods, procedures, or facilities do not conform to 
such requirements, it shall submit a written report to the Contractor advising him 
of the proper actions to be taken in order to effect compliance with such re- 
quirements. 


(e) Any disagreement concerning a question of fact arising under this clause 


shall be considered a dispute within the meaning of the clause of this contract 
entitled “Disputes”. 

(f) The Contractor agrees to inset, in all subcontracts hereunder which involve 
access to classified matter, provisions which shall conform substantially to the 
language of this clause, including this paragraph (f). 

44. Special tooling 


(a) The term “special tooling” as used in this clause, includes all jigs, dies, 
fixtures, molds, patterns, special taps, special gauges, special test equipment, and 
other special articles of equipment and manufacturing aids acquired or manu- 
factured by the Contractor for use in the performance of this contract, and re- 
placements thereof, which are of such a specialized nature that, without substan- 
tial modification or alteration, their use is limited to the production of such sup- 
plies or parts hereof, or the performance of such services, called for by this con- 
tract, as are peculiar to the needs of the Government. The term does not include: 
(i) items of tooling or equipment heretofore acquired by the Contractor, or re- 
placements thereof, whether or not altered or adapted for use in the performance 
of this contract; (ii) items of tooling or equipment which are usable for the 
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production of supplies of parts thereof, or for the performance of services, which 
are not peculiar to the needs of the Government, or (iii) general or special ma- 
chine tools or similar capital items. 

(ob) The Contractor agrees not to use any items of special tooling except in the 
performance of this contract, or except as otherwise provided by this clause, with- 
out prior written approval of the Contracting Officer. The Contractor may, with 
the approval of the Contracting Officer, use the special tooling in the performance 
of other contracts with the Government, or subcontracts under Government con- 
tracts, provided that the Contractor agrees not to include in the price or prices 
for any such contracts or subcontracts, involving the use of such special tooling, 
the cost of such tooling or any allowance or charge to cover depreciation or 
amortization which has previously been charged against this contract. 

(c) As and when any substantial portion of usable special tooling is no longer 
needed by the Contractor for the performance of this contract, and of other Gov- 
ernment contracts and subcontracts as to which approval has been obtained under 
paragraph (b) above, the Contractor shall promptly notify the Contracting 
Officer thereof, and shall furnish to the Contracting Qfficer a list of the products, 
parts or services for the manufacture or performance of which such special tool- 
ing was used or designed. Upon completion or termination of all work under this 
contract, or of this contract and other Government contracts and subcontracts 
as to which approval has been obtained under paragraph (b) above, the Con- 
tractor shall furnish a final list in the same form covering all items not previously 
reported under this paragraph. Special tooling which has become obsolete as a 
result of changes in design or specification need not be reported, except as pro- 
vided for in paragraph (d). 

(d) In the event of any changes in design or specifications which affect inter- 
changeability of parts, the Contractor shall, unless otherwise agreed to by the 
Contracting Officer, give the Contracting Officer notice of any part which is not 
interchangeable with the new or superseding part and the usable special tooling 
for each part covered in such notice shall be retained by the Contractor subject 
to the provisions of paragraph (i), pending disposition under paragraph (/). 

(e) At the time it furnishes any list or notice under (c) or (d) above, the 
Contractor may designate those items of special tooling (either specifically or by 
listing the particular products, parts, or services for which such items were used 
or designed) which it desires to retain, together with a written offer: (i) to 
retain any or all of such items, free and clear of any Government interest, for 
an amount designated therein, which should ordinarily not be less than the 
then fair value of such items (which fair value takes into account, among other 
things, the value of such items to the Contractor for use in further work by it); 
or (ii) to retain any or all such items for such period of time and subject to 
such terms and conditions as may be agreed to by the parties hereto, subject to 
ultimate retention or disposition of such items in accordance with paragraph 
(f) hereof. 

(f) Within 90 days after receipt of any list or notice under paragraph (c) or 
(d) hereof, or such further period as may be agreed upon by the parties, the 
Contracting Officer shall furnish to the Contractor: (i) a list specifying the 
particular products, parts, or services for which the Government may require 
special tooling, together with a request that the Contractor transfer title and 
deliver to the Government all usable items of special tooling which were used 
or designed for the manufacture or performance of any designated portion of 
such products, parts, or services, and which were on hand when production of 
such products or parts, or performance of such services, ceased; or (ii) an 
acceptance or rejection of any offer made by the Contractor under paragraph 
(e) above, or a request for further negotiation with respect thereto; or (iii) 
subject to the provisions of paragraph (j) hereof, a direction to the Contractor 
to sell, or to dispose of as scrap, for the account of the Government, any or 
all of the special tooling covered by such list; or (iv) a statement with respect 
to any or all of the special tooling covered by such list that the Government 
has no further interest therein and waives its rights therein; or (v) any 
combination of the foregoing, as the circumstances warrant. The Contractor 
shall promptly comply with any request by the Contracting Officer under this 
paragraph to transfer title to any items of special tooling, and shall, subject 
to the provisions of paragraph (j) hereof, (1) immediately prepare such items 
for shipment by proper packaging, packing, and marking, in accordance with 
any instructions which may be issued by the Contracting Officer, and shall 
promptly deliver such items to the Government, ‘as directed by the Contracting 
‘Officer, or (2) if a storage agreement has been entered into, prepare such 
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items for storage in accordance therewith, as directed by the Contracting 
Officer. Any items of special tooling se delivered or stored shall be accom. 
panied by such operation sheets or other appropriate data as are necessary to 
show the wanufacturing operations or processes for which such items were used 
or designed. If the Contracting Officer has requested further negotiations 
under (ii) of this paragraph, the Contractor agrees that it will enter into such 
negotiations in good faith with the Contracting Officer. Any items of special 
tooling which are not disposed of by transfer of title and delivery to the Goy- 
ernment under this paragraph, or by acceptance of an offer of the Contractor 
made under paragraph (e), or of such offer as modified in the course of nego. 
tiations, shall be disposed of in the manner set forth in (iii) or (iv) of this 
paragraph. 

(g) if the Contracting Officer accepts an offer of the Contractor to retain any 
items of special tooling, or if any such items are sold to third parties or disposed 
of as scrap, the net proceeds shall: (i) be deducted from the amounts due to the 
Contratcor under this contract and the contract amended accordingly ; or (ii) be 
otherwise paid as the Contracting Officer may direct. 

(h) The Contractor agrees that it will follow its normal industrial practice 
in maintaining property control records on all the special tooling, and that it 
will make such records available for inspection by the Government at all reason- 
able times. The Contractor further agrees that, to the extent practicable, it 
will identify by appropriate stamp, tag or other mark all special tooling subject 
to this clause. 

(4) The Contractor agrees that between the date any usable items of special 
tooling are no longer needed by it, within the meaning of this clause, and the 
date of final disposition of such items under this clause, it will take all reasonable 
steps necessary to maintain the identity and existing conditions of such items, 
unless the Contracting Officer has directed that such items be disposed of as 
scrap or has given notice under (f) (iv). The Contractor shall not be required 
to keep any such items in place. 

(j) Any preparation of items for shipment required of the Contractor under 
paragraph (f) of this clause, or any disposal as scrap under paragraph (f) (iii), 
or any action required of the Contractor under paragraph (i), shall be taken 
pursuant to written instructions of the Contracting Officer, which shall (i) pro- 
vide for an equitable adjustment of the contract price to cover any additional 
eost, to the Contractor, not taken into account in the negotiation of this con- 
tract, of complying with such instructions, which adjustment shall be made in 
accordance with the procedure set forth in the clause of this contract entitled 
“Changes,” or (ii) otherwise provide for payment to the Contractor of any such 
additional cost. Any failure of the Contracting Officer to issue the Contractor 
specific disposition instructions shall be construed as an instruction to the Con- 
tractor to take the action required under paragraph (i) with provision for 
equitable adjustment or payment as provided for above. 

(k) The contractor agrees that, in placing any subcontracts or purchase 
orders under this contract which involve the use of special tooling, the full cost 
of which is charged to such subcontract or purchase order, it will to the extent 
consistent with its normal business practice include appropriate provisions 
therein to obtain rights comparable to those granted to the Government by this 
clause, and agrees that it will exercise such rights for the benefit of the Govern- 
ment, as the Contracting Officer may direct. 


45. Cost information 

Contractor agrees that he will furnish to the Contracting Officer, within ninety 
(90) days after the date, and at intervals of not more than ninety (90) days 
thereafter, so long as any of the supplies or services called for by this contract 
remain undelivered, a statement showing the costs expended and incurred to the 
date of such statement and the estimated percentage of completion of the work? 
Each such statement shall state costs as of a date not more than thirty (30) days 
prior to the date of the submission of such statement to the Government, and 
such statement will be accetpable in summary form, segregated as to elements of 
cost, but without supporting schedules, provided the statement is signed by the 
president of the Contractor or by the treasurer or other chief financial officer of 
the Contractor. Such statement will, if possible, be by factory releases or produce: 





1For the first submission of data under Article 41, “Revision of Prices.” 
2 Except that the contractor will not be obligated to submit this data during the period 
of any price redetermination negotiations. 
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tion lots, and may state that it contains reservations for costs not yet recorded 
if the approximate extent of such reservations is indicated. 
46. Patent righis 

(a) As used in this clause, the following terms shall have the meanings set 
forth below : 

(i) The term “Subject Invention” means any invention, improvement or dis- 
covery (whether or not patentable) conceived or first actually reduced to practice 
either (A) in the performance of the experimental, developmental or research 
work called for under this contract, or (B) in the performance of any experi- 
mental, developmental or research work relating to the subject matter of this 
contract which was done upon the understanding that a contract would be 
awarded. 

(ii) The term ‘‘Technical Personnel” means any person employed by or work- 
ing under contract with the Contractor (other than a subcontractor whose 
responsibilities with respect to rights accruing to the Government in inventions 
arising under subcontracts are set forth in paragraphs (f), (g) and (h) of this 
clause), provided that such person, by reason of the nature of his duties in 
connection with the performance of this contract, would reasonably be expected 
to make inventions. 

(iii) The terms “subcontract” and “subcontractor” mean any subcontract or 
subcontractor of the contractor, and any lower-tier subcontract or subcontractor 
under this contract. 

(b) The Contractor agrees to and does hereby grant to the Government an 
irrevocable, nonexclusive, nontransferable and royalty-free license to practice, 
and cause to be practiced for the Government throughout the world, each Subject 
Invention in the manufacture, use, and disposition according to law, of any 
article or material, and in the use of any method; Provided, however, That with 
respect to (i) any Subject Invention made by other than Technical Personnel, 
(ii) any Subject Invention conceived prior to any performance of this contract 
as set forth in paragraph (a) above but first actually reduced to practice in the 
course of any such performance, and (iii) the practice of any Subject Invention 
in foreign countries, the said license and other rights hereinafter provided shall 
be to the extent of the Contractor’s right to grant the same without incurring 
any obligation to pay royalties or other compensation to others solely on account 
of said grant. Nothing contained in this paragraph shall be deemed to grant 
any license under any invention other than a Subject Invention. Any license 
granted herein shall not convey any right to the Government to manufacture, have 
manufactured, or use any Subject Invention for the purpose of providing services 
or supplies to the general public in competition with the Contractor or the Con- 
tractor’s commercial licensees in the licensed fields. In the event the Contractor 
is unable to secure from its ‘““Technical Personnel” rights to grant to the Govern- 
ment the aforesaid license, it may grant in lieu of the license an indemnity of 
equal scope against liability for patent infringement. 

(c) The Contractor agrees as follows: (i) to make written disclosure promptly 
to the Contracting Officer of each Subject Invention which reasonably appears 
to be patentable and to exert all reasonable effort to make such disclosure, 
whether or not said Subject Invention has been or will be claimed in a United 
States patent application and unless it thereafter notifies the Government to the 
contrary not later than eight (8) months after first publication, public use or 
sale, to file or cause to be filed in due form and time a United States patent 
application covering each Subject Invention so specified; (iii) to the extent of 
the Contractor’s right to do so, to deliver to the Contracting Officer such duly 
executed instruments (prepared by the Government) of assignment, application 
papers and rightful oaths as are necessary to vest in the Government the sole 
and exclusive ownership, and the right to apply for and prosecute patent ap- 
plications covering, each Subject Invention which the Contractor does not specify 
as aforesaid (or having so specified, thereafter notifies the Government to the 
contrary), subject, however, to the reservation of a non-exclusive and royalty- 
free license thereunder to the Contractor (and to its associated and affiliated 
companies, if any, within the corporate structure of which the Contractor is a 
part), which license shall be assignable to the successor of that part of the Con- 
tractor’s business to which it pertains; (iv) to furnish promptly to the Contract- 
ing Officer on request an irrevocable power of attorney to inspect and make copies 
of each United States patent application as filed by or on behalf of the Contractor 
covering any Subject Invention: (v) in the event the Contractor elects not to 
continue prosecution of any such United States patent application filed by the 
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Contractor, to so notify the Contracting Officer not less than sixty (60) days be. 
fore the expiration of the response period, and upon written request, to deliver 
to the Contracting Officer, to the extent of the Contractor’s right to do so, a duly 
executed assignment to the Government of the entire rights to such patent applica- 
tion and any Subject Invention claimed therein subject to a reservation as spe 
cified in (iii) above; and (vi) to deliver to the Contracting Officer duly executed 
instruments fully confirmatory of any license rights herein agreed to be granted 
to the Government. If, to the best of the Contractor‘s knowledge and belief, no 
inventions have been conceived or first actually reduced to practice under this 
contract, the Contractor shail so certify to the Contracting Officer. 

(d@) The Contractor agrees to and does hereby grant to the Government to the 
full extent of the Contractor’s right to do so without payment of compensation 
to others, the right to reproduce, use and disclose for governmental purposes (in- 
cluding the right to give to foreign governments for their use as the national 
interest of the United States may demand) all or any part of the reports, draw- 
ings, blueprints, data and technical information specified to be delivered by the 
Contractor to the Government under this contract; provided, however, that no- 
thing contained in this paragraph shall be deemed, directly or by implication, 
to grant any license under any patent now or hereafter issued or to grant any 
right to reproduce anything else called for by this contract. 

(e) Until the Contractor has delivered to the Government the disclosures re- 
quired by paragraph (c) (i) of this clause and the information as to any sub- 
contractor required by paragraph (g) of this clause, there shall be withheld from 
final payment under this contract ten percent (10%) of the contract price, or 
$5,000, whichever is smaller; provided however, that the withholding of the afore- 
said amount, or subsequent payment thereof to the Contractor, shall not be con- 
strued as a waiver of any rights accruing to the Government under this contract: 
And provided further, That any amount so withheld under this paragraph shall 
not be in addition to any amounts withheld under other provisions of this con- 
tract. This paragraph shall not be construed as requiring the Contractor to 
withhold any amounts from a subcontractor to enforce compliance with the patent 
provisions of a subcontract. 

(f) The Contractor agrees to exert all reasonable effort to negotiate for the 
inclusion in any subcontract hereunder of $3,000 or more, in which payment is 
to be made for experimental, developmental or research work, of this patent 
rights clause, the Contractor shall obtain the written authorization of the Con- 
tracting Officer (which authorization may be granted with respect to a particular 
subcontract) to proceed with the subcontract, and shall cooperate with the Gov- 
ernment in the negotitaion with such subcontractor of a mutually acceptable 
patent rights cleuse: provided, however, that the Contractor shall in any event 
require the subcontractor to grant to the Government patent rights under Subject 
Inventions of no less scope and on no less favorable terms than those which the 
Contractor has under such subcontracts, except that in no event shall the sub- 
contractor be required to grant to the Government patent rights in excess of those 
herein agreed to be granted to the Government by the Contractor. 

(g) The Contractor agrees to notify the Contracting Officer in writing of any 
subcontract containing a patent rights clause, to furnish to the Contracting 
Officer a copy of such clause, and promptly to notify the Contracting Officer when 
such subcontract is completed. It is understood that with respect to such sub- 
contract clause, the Government is a third party beneficiary ;: and the Contractor 
hereby assigns to the Government all the rights that the Contractor would have 
to enforce the obligations of the subcontractor with respect to Subject Inven- 
tions. The Contractor shall not be obligated to enforce the agreements of any 
subcontractor hereunder relating to a patent rights clause in any subcontract. 

(h) When the Contractor shows that it has been delayed in the performance 
of this contract by reason of its inability to obtain, under reasonable terms that 
include a suitable patent rights clause, a qualified subcontractor for any particu 
lar part, item or function of this contract for which the Contractor itself does 
not have available facilities or qualified personnel, the Contractor’s delivery 
dates shall be extended for a period of time equal to the duration of such delay; 
and, upon request of the Contractor, the Contracting Officer shall determine to 
what extent, if eny, an additional extension of the delivery dates, and an in- 
erease in contract price based upon additional costs incurred, are proper under 
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the circumstances; and the contract shall be modified accordingly. If the Con- 
tractor, after exerting all reasonable effort, is unable to obtain a qualified sub- 
contractor as set forth above, the Contractor may submit to the Contracting 
Officer a written request for waiver or modification of the requirement that a 
suitable patent rights clause be included in the subcontract. Such request shall 
specifically state that the Contractor has used all reasonable efforts to obtain 
such qualified subcontractor and shall cite the waiver or termination provision 
hereinafter set forth. If, within thirty-five (35) days after the date of receipt 
of such request for a waiver or modification of said requirement, the Contract- 
ing Officer shall fail to grant such request, the requirement shall be deemed to 
have been waived by the Government. If within such period the Contractor shall 
receive a written denial of such request by the Contracting Officer, this contract 
shall thereupon automatically terminate and the rights and obligations of the 
parties shall be governed by the provisions of the clause of this contract entitled 
“Termination for the Convenience of the Government” just as if a notice of 
termination had been delivered to the Contractor specifying that the contract 
was terminated for the convenience of the Government. 


4?. Copyright 

(a) The Contractor agrees to and does hereby grant to the Government, and 
to its officers, agents and emplovees acting within the scope of their official 
duties, (i) a royalty-free, nonexclusive and irrevocable license to reproduce, 
translate, publish, use, and dispose of, and to authorize others so to do, all copy- 
rightable material first produced or composed and delivered to the Government 
under this contract by the Contractor, its employees or any individual or con- 
cern specifically employed or assigned to originate and prepare such material; 
and (ii) a license as aforesaid under any and all copyrighted or copyrightable 
work not first produced or composed by the Contractor in the performance of 
this contract but which is incorporated in the material furnished under the 
contract, provided that such license shall be only to the extent the Contractor 
now has, or prior to completion or final settlement of the contract may acquire, 
the right to grant such license without becoming liable to pay compensation 
to others solely because of such grant. 

(b) The Contractor agrees that it will exert all reasonable effort to advise 
the Contracting Officer, at the time of delivering any copyrightable or copyrighted 
work furnished under this contract, of any adversely-held copyrighted or copy- 
rightable material incorporated in any such work and of any invasion of the 
right of privacy therein contained. 

(c) The Contractor agrees to report to the Contracting Officer promptly and 
in reasonable written detail, any notice or claim of copyright infringement re- 


ceived by the Contractor with respect to any material delivered under this 
contract. 


\8. Filing of patent applications. 


(a) While and so long as the subject matter of this contract is classified 
“Secret” or higher, the Contractor agrees that, before filing or causing to be 
filed a patent application, disclosing any of said subject matter, it will refer the 
proposed application to the Contracting Officer for determination whether, for 
reasons of national security, such application should be kept secret or the is- 
suance of a patent thereunder otherwise delayed, under pertinent statutes or 
regulations; and the Contractor agrees to observe any instructions given by the 
Contracting Officer in this regard, which instructions may include a direction 
not to file such application so long as the Contracting Officer considers that such 
filing would jeopardize national security. If the Contracting Officer directs the 
Contractor not to file such application, the Contractor may submit to the Con- 
tracting Officer a written request, addressed to the Secretary, for reconsideration 
of such direction, but pending action by the Secretary, the Contractor shall ob- 
Serve such instruction. 

(b) While and so long as the subject matter of this contract is classified 
“Confidential” or higher, and if the Contracting Officer determines that there 
is no other practical means for maintaining the security of said subject matter, 
the Contractor agrees to assign and convey to the Government upon request 
the entire right, title and interest in and to each United States patent appli- 
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cation disclosing said subject matter and filed by or on behalf of the Contractor, 
the title to the assigned patent application to be held in trust by the Govern. 
ment, subject to reversion of the entire right, title and interest therein to the 
Contractor (i) upon allowance of the said application and payment of the final 
fee, or (ii) upon the mailing of notice by the Contracting Officer to the Con- 
tractor that disclosure of the subject matter of the application will no longer 
jeopardize security. Nothing contained in this paragraph shall: (A) apply 
to any patent application assigned to the Government under any other provisions 
of this contract, or (B) enlarge or diminish the rights granted to or reserved 
by the Government or the Contractor with respect to said application or the 
invention covered thereby, except to the extent expressly provided in this clause. 

(c) While and so long as the subject matter of this contract is classified ‘“Con- 
fidential,”’ the Contractor agrees to furnish to the Contracting Officer, at the time 
of or prior to filing or causing to be filed a patent application disclosing any of 
said subject matter, a copy of such application for determination whether, for 
reasons of national security, such application should be kept secret or the issu- 
ance of a patent thereunder otherwise delayed, under pertinent statutes or regu- 
lations: and the Contractor agrees to observe any instructions of the Contracting 
Officer in this regard. 

(d) While and so long as the subject matter of this contract is classified ‘“Re- 
stricted,” the Contractor shall be governed by the provisions of the clause of this 
contract entitled “Military Security Requirements.” 

49. Authorization and consent 

The Government hereby gives its authorization and consent (without prejudice 
to its rights of indemnification, if such rights are provided for in this contract) 
for all use and manufacture, in the performance of this contract or any part 
hereof or any amendment hereto or any subcontract hereunder, (including any 
lower tier subcontract) of any patented invention (i) embodied in the structure 
or composition of any article the delivery of which is accepted by the Govern- 
ment under this contract, or (ii) utilized in the machinery, tools or methods 
the use of which necessarily results from compliance by the Contractor or the 
using subcontractor with (a) specifications or written provisions now or here- 
after forming a part of this contract, or (b) specific written instructions given 
by the Contracting Officer directing the manner of performance. 

50. Superseding statement 

This is the definitive contract contemplated by and which supersedes Letter 
Contract AF 33(038)-18503, dated December 22, 1950, as amended, and Letter 
Contract AF 33(600)-6853, dated November 15, 1951, as amended, except for 
Item 1b. Work performed and payments made under said Letter Contracts shall 
be deemed to be work performed and payments made under this contract. In 
the event of conflict between the terms of said Letter Contracts and this in- 
strument, the latter shall control. 

51. This contract shall be subject to the written approval of the Secretary of 
the Air Force or his duly authorized representative and shall not be binding 
until so approved. 

The rights and obligations of the parties to this contract shall be subject to and 
governed by the Schedule and the General Provisions. To the extent of uny 
inconsistency between the Schedule or the General Provisions, and any specifica- 
tions or other provisions which are made a part of this contract by reference 
or otherwise, the Schedule and the General Provisions shall control. To the ex- 
tent of any inconsistency between the Schedule and the General Provisions, the 
Schedule shall control. 

The Contractor represents that the aggregate number of employees of the Con- 
tractor and its affiliates is 500 or more. 

IN WITNESS WHEREOF, the parties hereto have executed this contract as of the 
day and year first above written: 

THE UNITED STATES OF AMERICA 
By (S) Charles E. Marion 
CHARLES E. Marion, Lt. Colonel, 
USAF (Contracting Officer) 

Witnesses: (None) 

GENERAL Morors CORPORATION, 
Bore Division (Contractor) 

By (S) JouHn F. Gorpon 
Vice President Kansas City, Kansas 
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Note.—In case of corporation, witnesses not required but certificate below must 
be completed. Type or print names under all signatures. 

Note.—Contractor, if a corporation, should cause the following certificate to 
be executed under its corporate seal, provided that the same officer shall not 
execute both the contract and the certificate. 


CERTIFICATE 


I, J. C. Davidson, certify that I am an Assistant Secretary of the corporation 
named as Contractor herein; that John F. Gordon, who signed this contract on 
pehalf of the Contractor, was then Vice President of said corporation; that said 
contract was duly signed for and in behalf of said corporation by authority of 
its governing body, and is within the scope of its corporate powers. 


(S) J. C. Davipson 
(Corporation seal.) 


Exutsir “1’’—To Contract AF 33 (038 )—18503 


It will be the responsibility of the Prime Design Manufacturer, Republic 
Aviation Corporation, (hereinafter referred to as “Republic’’) to furnish hand- 
book data for the F—S4IF aircraft being procured on this purchase request. This 
is in accordance with AMC Headquarters Office Instruction No. 5-28. 

It will be the Contractor’s responsibility, however, to see that the Handbook 
Data Department at Republic is advised of each and every change that will make 
the General Motors built F—84F aircraft differ from the Republic built F—s84F. 
Reports shall be submitted to Republic by the Contractor within thirty (30) 
days following authorization of the change. Changes will include any Con- 
tractor-furnished equipment items which (though interchangeable), are procured 
from different sources than Republic, permitting Republic to keep their Contrac- 
tor-furnished Equipment List up to date. 

It will also be the Contractor’s responsibility to see that a copy of the Flight 
Operating Instruction Handbook, the Erection and Maintenance Handbook, 
and the Inspection Requirements Handbook for the F-S4F, as well as any tem- 
porary revision pages, are placed in the aircraft flyaway file for each General 
Motors produced F-4F, also, is in accordance with AMC Headquarters Office 
Instruction No. 5-28. 

After completion of production of all the aircraft on the contract, Contractor 
shall forward a letter to the responsible finance officer with a copy to Contract 
Files, Headquarters, Air Material Command, stating that all changes have 
been reported to the Handbook Data Department at Republic or that no changes 
were nade which required reporting. This will complete and/or fulfill the hand- 
book data requirements. 

The Contractor, shall, as a part of the work called for under this contract, fur- 
nish to Republic, engineering information relative to any Government authorized 
deviation from Republic’s engineering drawings. This shall be prepared in such 
a manner that Republic will be able to reflect such information in the engineer- 
ing drawings being furnished to the Government and to the extent necessary for 
the maintenance and operation of the article procured hereunder. 


PRESERVATION, PACKAGING, PACKING, AND MARKING REQUIREMENTS 
The preservation, packaging, packing and marking requirements set forth 


on this form shall apply to any contract issued thereon, and supersede any 
conditions inconsistent therewith. 


Exuisit 2—To Contrracr AF 33(038)—-18503 
PURCHASE REQUEST NO. CLASS 01—N (FS4—F) 


1. Specification packaging and packing: (See par 9) 
A. Preservation and packaging: 
(1) The following items shall be preserved and packaged in accordance 
with Spec. No. AN-F-15. 





7 


2648 STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 


(2) The following items shall be preserved and packaged in accordance 

with Spec. No. AN-P-13: Method: See para 1B (2) below. 

(3) The following items are exceptions to Spec. No. AN-P-13 and do not 
require preservation. 
(4) The following items shall be packaged in unit quantities as shown 

and shall comply with paragraph five. (When commercial preservation, | 6 

packaging and packing is specified, par 5 will not apply.) As established 

at the initial Provisioning Conference and/or respective Property Classes 
and coded in contractual documents. 
(5) The following items shall be packed in intermediate containers with f 
the quantity of unit packs as shown, and shall comply with paragraph five. 
B. Spare parts preservation and packaging lists. 

(1) Are not required 

(2) Will be established by AMC Packaging Team and supplied by the 
Contractor in accordance with AMC Reg. 71-1. 

(3) Will be supplied by the Contractor in accordance with AMC Reg. 
71-1, par 
Packing. 

(1) Export-type: Exterior shipping containers shall comply with para- 
graphs 6A, GA (1) and 6B. Items and quantities to be determined by 
Hq AMC 

(2) Domestic-type: Exterior shipping containers shall comply with para- 
graphs 6A, 6A (2) and 6B. Items and quantities to be determined by HQ 
AMC 

(3) Air-type: Exterior shipping containers shall comply with paragraph 
6A (3). 

9 


2. Commercial, preservation, packaging, and packing 

A. Preservation, packaging and packing shall conform to Contractor's standard 
commercial practice, except as outlined in paragraphs 1A (4) and 6A (2) and 
6B. 

8. Identification and marking (For tags and labels paragraph 7 shall apply) 

A. Items shall be marked in accordance with: Spec. No. AN-M-13. Interior 
& Exterior shipping containers shall be marked in accordance with MIL-STD- 
129. 

4. Definitions 

A. “Preservation”: The application or use of adequate protective measures to ( 
prevent deterioration resulting from exposure to atmospheric conditions during 
long-time storage. , 

B. “Packaging”: The application or use of appropriate wrapping, cushioning, 
and/or containers, and complete identification, to the designated quantity and 
method established as a unit. 

’: A package that contains either a single item or multiples 


ar pecpennes rm 
@e 


a 
4 


Cc. “Unit package”: 
thereof. 

D. “Intermediate package’: An interior container holding two or more iden- 
tical unit packages. 

E. “Packing”: The selection or construction of the shipping container and 
assembling of items or packages therein, together with any necessary blocking, 
bracing, cushioning, weather-proofing, exterior strapping, and marking of ship- 
ping container for identification of contents and routing. 


5. Packaging: 


A. When used for the unit and intermediate package, containers shall 
meet the requirements of Spec. No. JAN-—P-100, paragraph headed “Interior 
Packaging and Packing.” 

B. Metal containers in accordance with Spec. Nos. AN-C-173 and AN-C- 
152, when specified, shall be furnished by the Government to the Con- 
tractor. The Contractor shall request the total required number, type, and 
size of container, from the Contracting Officer, 40 days prior to use and in 
addition shall supply to the Contracting Officer a general schedule showing 
monthly metal container requirements. 

C. Cushioning material, where required, shall be in accordance with 
Spec. No. JAN-P-100, paragraph headed “Cushioning Materials.” Excelsior 
will not be acceptable. 
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D. Identical items of the same property class only will be packed in each 
unit container and intermediate container. 

E. Boxed or wrapped unit packages may be placed in suitable intermediate 
eontainer and all bagged items shall be packaged in intermediate containers. 


6. Packing 


A. Exterior containers, insofar as possible, shall be uniform in size and shape, 
and shall contain identical quantities of like items. The gross weight of each 
exterior shipping container shall be limited as follows: approximately 200 pounds 
for export shipment, approximately 500 pounds for domestic shipment except 
when these respective weights are exceeded by the weight of a single packed 
jtem. Communications equipment shall be limited to approximately 70 pounds 
except when a single packed item exceeds this limitation. 

(1) Unless otherwise specified, export-type exterior containers shall be 
in accordance with Spec. Nos. JAN-P-105, JAN-P-106, or AN-C-118, as 
applicable. When JAN-P-105 or JAN-P-106 is used, each shall be lined 
with a case liner of materiel meeting the requirements of Spec. No. JAN-—P- 
125, sealed with an adhesive conforming to Spec. No. JAN-P-140. However, 
if boxes constructed in accordance with these specifications contain a single 
sealed box in accordance with Spec. No. JAN-P-108 and appendix, or if 
each of the contained packages is individually waterproofed as described 
in Spec. No. JAN-P-100, paragraph headed “Fiberboard Interior Boxes,” 
no case liner is required. When plywood is used, it shall conform to type B, 
eondition I, or better. 

(2) Uniess otherwise specified, domestic-type containers shall conform to 
Consolidated Freight Classification Rules and be designed to insure accept- 
ance by common or other carrier for safe transportation at the lowest rate 
to the point of delivery. Where fiberboard is used, such fiberboard shall 
have not less than a 275-pound minimum Mullen Test, and gross weight 
of container and contents shall not exceed 70 pounds for a type 1 load and 
40 pounds for a type 2 load. Type 3 load shall not be packed in fiberboard 
boxes unless converted to type 1 or type 2 by suitable interior packaging. 
For description of types of loads, refer to Spec. No. JAN-—P-100, paragraph 
headed “Selection of Shipping Container.” 

(8) Where air shipments are specified, exterior packing shall be in ac- 
cordance with T. O. 00—85-9. 

B. Cushioning, blocking, bracing, and bolting, where required, shall be in ac- 
cordance with Spec. No. JAN-—P-100, paragraphs headed “Cushioning Materials,” 
“Bolting,” and “Braces and Blocks.” 

7. Marking 


A. Tags and labels, when required, shall be in accordance with AF Form 50B, 
AF Form 50C, or approved contractor’s tags or labels. Labels shall be affixed by 
means of cement conforming to Spec. No. 1413. Labels, tags and other nonwater 
resistant markings shall be protected by a thin, even coating of cement conform- 
ing to Spec. No. 14137. 

8. (Deleted.) 
9. Tests 


When prepared in accordance with par 1, packages and containers as deter- 
mined by the Government inspector shall be required to pass tests of applicable 
specifications. 

10. Subcontractors 

The Contractor is responsible for necessary action to see that requirements set 
forth in this form are complied with by his subcontractors where shipments are 
made direct to Government establishments. 

ll. Specification 


All specifications applicable to the requirements herein shall be of the issue 
in effect on the date of invitation for bid. 
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Department of Defense security requirements check list 
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3. Design calculations_ | 
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A. Contract plans__- < Ss TS : | 1s 
B, Diagrammatic (describing principal in- | | 

volved) 7 

C. Shop or working detail plans_ ‘ i acta) 
D. Assembly plans__. a ‘ Patch Sa ae 

5. Models, mock-ups 

6. Production schedules - nat 2 

7. Assembly work | | xX 

8. Observation of tests ‘ : ‘ ‘ X 

%, Test data e ‘ o a 

10. Status reports - . 

11. Technical reports , x 

12. Packing and shipping instructions 

13. Subassemblies or major components_ -- 
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14. Subeontracted work 


Remarks: Above security requirements approved by department of defense 
representative. 

Typed name and title _...._...____- OIITO tank St ck ces, 

pureed. Of. OGbee. cinta cn. Department’ ..<..i6..4.. OnG6  iceminicsan 


Mr. Courtney. Next, Mr. Chairman, as you have explained, the 
purpose of this study was to reconstruct the conditions that prevailed 
and the knowledge that was available and the knowledge that was 
used and the information that was used at the time of the negotiation 
of a price revision at a point fixed in the contract which was after 
the completion of 299 planes and before work commenced on the 300 
remaining in the last increment or segment. 

Now, Mr. Chairman, under the contract and in accordance with 
established procedures, General Motors Corp., over the signature of 
Mr. Gordon, its vice president, who is here present this morning— 
General Motors submitted a pricing proposal, at least we shall so 
denominate it. I would like to offer that for the record, Mr. Chair- 
man, and call attention particularly to schedule A on page 8 to which 
reference will be made and copies of which are on the members’ desks. 

Mr. Chairman, there are ~ notations on the copy, photo- 
static copy which I have in my hand, and these have been identified 
as having been made by one of the Air F orce negotiators. 

Mr. Gavin. Which particular document is this? 

Mr. Courtney. Schedule A. 

Mr. Héserr. Schedule A. 

Mr. Courrney. And it is to that portion of the pricing proposal to 
which attention will be directed in the course of this presentation by 
Mr. Kuhn and Mr. Tyler this morning. 

Likewise, we would like to direct your attention to the experience, 
cumulative average experience curves and data which are attached to 
the pricing proposal and reference will be made to them, in particular 
to the number of hours projected, estimated and experienced in the 
course of the construction of these planes. 
Mr. Chairman, I offer that for the record. 


—— 


nh 


Ji. ita, tee 


eo a 


a 


STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 2651 


Mr. Hérertr. Without objection. 
— (The data referred to is as follows:) 


3UICK-OLDSMOBILE-PONTIAC ASSEMBLY DIVISION 


oni DEVELOPMENT OF FORWARD PRICE DATA SUPPLEMENTING PROPOSAL DATED FEBRUARY 
3, 1955, CONTRACT NO. AF 33 (038)—18503 


Estimated material cost 


7 “Estimated Material Costs”, included herewith, shows in detail the estimated 

cost of direct material included in the prices quoted for the third segment of 

--+ planes. The detail set forth in this exhibit shows a list of parts individually 

priced, representing approximately 84 percent of the total material value per 

“a plane. 

-- The unit prices indicated for the Allied Divisions are firm, with the exception 
of Fisher Body Division, and Deleo Appliance Division. The contribution of 

2 these Divisions is included at cost. 

. The unit prices shown for material purchased from outside Suppliers are firm 
and are supported by Purchase Orders. However, forward prices are subject to 
further change resulting from price redeterminations of the following subcontrac- 
tors currently in process: 

Liquid Carbonic 
Micro Precision Co. 
-- Norge Division, Borg-Warner Corp. 
Proctor Electric Co. 
Vendo Co. 
Miscellaneous materials approximating 16 percent of the total material value 
nse have been included at the costs experienced for the last airplanes in the second 
segment. 


Direct labor 


Included herewith are direct labor charts showing actual and estimated direct 
the labor performance by shops, together with a summary showing the total plant 
led performance. The solid line on each chart shows actual average hours for 
vas units produced through December 3l, 1954, and the broken line represents the 

" estimated hours to complete the remaining units under contract. 

The estimated labor hours for each shop were developed by giving considera- 
‘ter tion to the cumulative actual trend line and known conditions which would affect 
200 future performance. Readings taken from the shop charts were summarized 

and plotted on the total plant chart. The trend line developed from this informa- 
‘ tion indicates that a continuance of the 74 percent curve experienced for the 
‘ith first segment was maintained through the 299th plane. 

of To compute the direct labor for forward pricing the estimated hours required 
pci to complete the remaining planes under contract were priced at the prevailing 
a rates per hour (adjusted by $0.05 per hour effective June 1, 1955) by shops and 

_ resulted in a composite rate of $2.04 per hour for the hours estimated to be in- 
uir- curred subsequent to December 31, 1954. This, when combined with the process 
ich labor as of December 31, 1954, available for the third segment, results in an over- 
sks. all rate per hour of $2.02. 


ion 


»to- Burden 


fied The burden cost per plane included in the proposed forward prices is the 
result of estimating expenditures to complete the planes under contract plus 
the applicable burden in process as of December 31, 1954. 

The estimate to complete was based upon the experience gained in recent 
months adjusted to compensate for influencing factors anticipated in the for- 
ward program. 

1 to The following incurred burden rates by quarters were arrived at by using 
the burden dollars developed on the basis outlined above: 


by Percent 

ee quarter 1064, actual. 2 eee ee 213. 04 

nee, 4th quarter Se, OCC ig ots td ei ees atbeeeees 170. 16 

1 to lst quarter 1955, CORINNA is ica: sits Sina aomdiamaianals silliest tp ti aad ott ile 166. 66 

: 2d quarter 1955, forecast._.._..._...._...__ ip aceetonaangeniantbirgtacailes tosh scipliceeiailads a 186. 95 

ilar PME CEE 1G), TOT OCCU Gon initsin: sp ccetins Dreacenap lense badibudieteete bles ce SRB ee oe 614. 26 
the 4th quarter 1955, forecast 


The change in trend to an increasing burden rate in the forecast quarters is 
the direct effect of the contract buildout. 








9652 STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 


Super burden 


Overtime.—Provisions for overtime premiums amounting to 2.9 percent of the 
total estimated labor cost has been included in the third segment prices. 

Night shift premiums.—Night Shift premium included in forward prices has 
been computed in accordance with General Motors policy which provides for a 
5 percent and 714 percent wage premium for second and third shift work, respec- 
tively. 

Cost of living allowance.—Cost of Living allowance included in our proposed 
prices was computed at rates of $0.07 per hour for all hourly rated employees 
and $35 per quarter for salary employees. 

Flight.—The estimated cost for forward pricing was based on the experience 
gained in recent months for the flight activity. 

Repair of GFAE equipment.—Change Order No. 26 provides that costs incident 
to the repair and modification of G. F. A. E. shall be considered an item of cost 
under the Supply Contract. Therefore, included in forward prices is an amount 
to provide for the Contractor anticipated costs resulting from such repair and 
modification. This amount is based upon the assumption that work of this nature 
to be authorized in the forward program will somewhat parallel that of the 
second segment. 

Factory cost adjustment.—There are two major items that make up this credit 
to total plane cost: (1) Cash discount and (2) Revenue from the sale of scrap, 
The forward estimate was based on current experience. 

General and administrative-—The General and Administrative item in the cost 
proposal includes expenses generated by the executive group of the plant as well 
as expenses of the Central Offices (General Motors and BOP) allocated to this 
activity. Other expenses such as taxes based to income, loss on excess and 
obsolete material and loss on commitment cancellations are also grouped in this 
category in accordance with General Motors policy. 


(Note attached to document is as follows:) 


2nD REDETERMINATION, BOP PROPOSAL 


BUICK-OLDSMOBILE-PONTIAC ASSEMBLY DIVISION, 
GENERAL Morors Corp., 


Detroit 2, Mich., February 10, 1955. 
Commander 


Headquarters Air Materiel Command 
Wright-Patterson Air Force Base, Ohio 


Attention: MCPHFD 


Through: Air Force Plant Representative 
Mobile Air Materiel Area 

Air Materiel Command 
Buick-Oldsmobile-Pontiac Assembly Division 
General Motors Corporation 

Kansas City, Kansas 


Subject: Proposal for Redetermination of Prices of F-84F Spare Parts Furnished 
under Contract No. AF 33(038)-—18503 


lemen: Consistent with the provisions of the subject contract, the Con- 


tractor, in its letter of February 3, 1955, proposed redetermined prices for 
F-S4F airplanes furnished under the contract; and now proposes redetermined 
prices for F-—S4F spare parts. 

At the date of this proposal, the contract value of spare parts for the last 362 
airplanes covered by the contract may be summarized as follows: 


Exhibit 4, Contract No. AF 33(038)-—18503, Priced Spare Parts 
List; as amended by Change Orders No.’s 32, 32-2, 32-4 


Oe, Oa tty 


Gent 


RUE Mi i cn bccn dre eee eas tela $14, 877, 068. 68 
Revision to Exhibit 4 (price proposal dated January 19, 1955, 
submitted by Contractor, but Change Order not yet issues) ____ 748, 001. 66 


Shipments of spare parts through December 31, 1954 amounted to $1,678,798.92, 
(Schedule A). The Contractor has completed a study which indicates that 
the price of spare parts can be reduced by 6.8 percent effective with delivery of 
the 299th F-S4F airplane. It is estimated that the value of spare parts un- 
delivered at that time will approximate $13,100,000.00. The Contractor pro- 
poses that the contract prices of undelivered spare parts be decreased by afore- 


oe — © 


aoa 


oot 
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said 6.8 percent; and will advise the government of the unshipped value as of the 
the effective date of the price redetermination. 
12,132,472; 852,000, additional business. Reduce by 0.07 percent. 
has The Contractor further proposes that this reduction of total contract price be 
ra accomplished by the application of a 6.8 percent credit to the total of each invoice 
eC covering spare parts shipped on and after the date of delivery of the 299th air- 
plane, and that all such invoices by priced at the sales prices reflected in the 
Sed existing Priced Spare Parts List (Exhibit 4), as amended. 
ees Very truly yours, 
Joun F. Gorvon, Vice President. 
nee 
ent 
‘ost SCHEDULE A 
unt 
ind GENERAL Motors CoRPORATION 
ure 
the BUICK-OLDSMOBILE-PONTIAC ASSEMBLY DIVISION 
dit Analysis of exhibit dollar spare parts shipments through December 31, 1954 
‘AD. ‘ 
» Material: 
ont Mitied: (ectietivie A-1) 2 neg eeennmeece $1, 757. 86 
vel UO cote aa alla an eee 1, 345, 696. 51 
his DURPOCCSTAGS ERR TMRIOR CEL i ings cites cvsivtensstacecnienga cassis aedeagal 5, 841. 09 
il , sitsanita 
a TETRIS WN ik il ia ai ae 1, 353, 295. 46 
DT Oe SOOT  ITMOINE, «. <....<sse. cimenicscenieininnnimatpieesinnediiiy Ueidialncdipliamgiipmiail 11, 082. 78 
Nh ila a tai eaiieciedeaaeal Sicutenthnnbicniicimaieiae 28, 227. 70 
TN i iccncrenttiw dierent chit slip siee eligi ciageleiagelian teepaamedinsdaill 2, 491. 41 
OGRE TRCCOEY: CO icici cs crtanicncctatniciccaesckeaeiacmedannaa 1, 395, 097. 35 
Administration and general : 
WCRNES, COME GT ONIIIOIR noise te ee a aaa (4, 954. 37) 
i General and administration expense__..._-.-.------------- 983. 99 
. ee 
OC i Ca ss sisi tc zcsteaincinciacs acess eacilan teeta a 1, 391, 126. 97 
MO ina cel en ics mg ai le 191, 152. 75 
Total sales VAING, GHATS PATO. concen eee 1, 582, 279. 72 
Preservation, packaging, and packing....._.........-----...~~- 96, 519. 20 
ots] enlOn VAlUG@s ic cdstsicainis cece ec ae 1, 678, 798. 92 
( ) Credit 
ScHEDULE A-1 
hed GENERAL Motors CoRPORATION 
on BUICK-OLDSMOBILE-PONTIAC ASSEMBLY DIVISION 
or 
ned Analysis of allied material content in exhibit 4 spare parts shipments through 
; December 31, 1954 
362 
Allied defense suppliers at cost value: Delco appliance____________-_- $827. 79 
Material at invoice price from redeterminable allied suppliers:* 
Saginaw. steering: CQ? asa eadttich olapeidice nk meas eee) oe 924. 54 
Pr Allied commercial suppliers at invoice price: Packard electric__..____ 5. 53 
mw 
66 Total altied (to schedule: As .3 oes ee eee 1, 757. 86 
é ) 
99 1 The prices of this division have been redetermined by the Air Force. 
- Fresrvuary, 10, 1955. 
0 CERTIFICATION 
un- 
ro- I certify that the information contained herein for the period ending Decem- 
yre- ber 31, 1954, has been compiled from the records and books of the Buick-Oldsmo- 


bile, Pontiac Assembly Division, General Motors Corporation in accordance with 





eal 
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its regular accounting practices consistently applied ; and to the best of my knowl- 
edge and belief, the cost and expense are correctly stated as shown. 
H. W. CLAPSADDLE, 
Divisional Comptroller. 





BuiIcK-OLDSMOBILE-PONTIAC ASSEMBLY DIVISION, 
GENERAL Morors Corp., = 
Detroit Mich., February 3, 1955. ; 


, T 
Commander, Headquarters Air Materiel Command, Wright-Patterson Air Force 
Base, Ohio. 
Attention: MCPTAF-+4, 
Through: Air Force Plant Representative, Mobile Air Materiel Area, Air Ma- 
teriel Command, Buick-Oldsmobile-Pontiac Assembly Division, General + 
Motors Corporation, Kansas City, Kansas. ) 
Subject: Proposal for Redetermination of Prices of F-84F Aircraft Produced on 
Contract No. AF 33 (038 )—-18503. 
GENTLEMEN: Pursuant to the “Revision of Prices” clause of Contract No. 
AF 33 (038)-—-18503, the Contractor submits, for the purpose of price redetermina- 
tion, a statement of costs incurred in the production of the second segment of I 
228 F-84F airplanes, and a proposed forward price for the third segment of 300 I 
airplanes ordered under this contract. A separate price proposal with respect to . 
spare parts is being submitted. 
. *, , ~ ] 
PROPOSED FORWARD PRICE ) 
’ ] 
The Contractor proposes a price of $293,160 for each of the 300 planes included 
in the third segment, or a total aggregate amount of $87,948,000, as set forth on 
Schedule A, attached. On this basis, the total contract price of these 300 air- . 
planes should be decreased by the sum of $9,552,000, as indicated in the follow- 
ing tabulation: 
z ] 
Unit prices | Total prices 
Present contract price $325, 000 $97, 500, 000 
Proposed forward pric« we ai 293, 160 87, 048, 000 
Decrease from present contract pric : 31, 540 9, 552, 000 
Percent of reduction from present REE aise cen catinn acepacewesatiad dudes 9.8 


ENGINEERING CHANGES 


The proposed forward price is based on specifications for the 299th F-S4F 
airplane, and includes the price effect of complying with all engineering changes 
incorporated in that plane. 

Price changes for complying with engineering changes having an effective 
point subsequent to plane No. 299 will be negotiated under the “Changes” article 
of the contract. 

DELIVERY SCHEDULE 


The forward price proposed herein is based on the present delivery schedule as 
set forth in Contract Change Notification No. 131, and will be subject to change 
in the event of any substantial revision to that delivery schedule. 


QUALIFICATION OF PRICES 


The proposed forward price is subject to further change for the price effect of 
“True Depreciation” as determined by the Government for Beech Aircraft Cor- 
poration and Cessna Aircraft Company. 


GENERAL 


If this proposal meets with your approval, your acceptance should be evidenced 
by the issuance of an appropriate amendatory document to the subject contract. 
Very truly yours, 
JOHN F. Gorpnon, Vice President. 
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SCHEDULE A 
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Proposed forward prices for 300 F-84F airplanes 


Total deliveries 


Material 
Allied (schedule A 


Outside 


Inbound transportation 


Total material 
Direct labor amount 
Burden 
Superburden 

Overtim 


premium 


Average 
actual 
cost 


ews ccm didbuls<bltieads 


$102, 301 | 

107, 241 
na 787 | 

. wich bas 210, 329 


39, 449 
88, 418 


3, 466 | 


m 4 : ea 2, 036 


Night shift premiu | 
Cost of living ‘ - 2, 946 | 
Flight 1,188 | 

Nonrecurring engineering change cost_-. ee ad 507 
Repair of GFAE 242 | 
lotal factory cos “ J - ‘n 348, 581 | 


Admi stration and ge 
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Total cost 
Profit 


Sales value 


1Consideration has been give 


covering pension piab provi 
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48 percent 
( ) Credit 
ANiaa a : 
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Fisher Body 
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Material at invoice price 


Sagi Steering G 
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Allison Division 
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cost adjustme 


General and admini 


pliers 





nts (878) 
5, 261 
s 352, 964 


| 


nto 


ScHEDULE A—1 
GENERAL Motors Corp. 


BUICK-OLDS MOBILE-PONTIAC 


ASSEMBLY 


Our pro- 


posal 


$47, 766 


| 3d segment 


| 


95, 199 | 


593 


143, 558 
31, 400 
58, 411 


1,121 
1, 649 
2, 100 

700 


262, 090 


DIVISION 


Analysis of allied material content 


from redeterminable allied suppliers: 


at invoice price: 


Aeroproducts operations 


o scheduk A) 


agreements made between General Motors Corp 
ions and General Motors’ central office expense. 


300 


Govern- 
unit ment pro- 


prices! | posal 
$56, 985 $45, 254 
5 
95. 647 { MM, 711 
766 2) 
153, 398 
34, 845 32, 320 
72, 176 | 66, 860 
| 
2, 242 | { 
1,726 | (2) 
ee Ricans ae 
1, 093 (7) 
250 | a (2) ‘ 
268, 114 d 
(459) | ) 
5, 445 4,445 


273, 100 
4 20, 060 | 


293, 160 } 288, 000 


and the Government 


$85, 490 $45, 274 
828 S28 

1, 335 
87, 653 16, 102 
6, 434 4,307 
5, 976 4. 750 
12, 410 9. 057 
77 70 
15 23 
2, 146 1, 733 
2, 238 1. 826 
102, 301 | 56, 985 
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FEBRUARY 3, 1955. 
CERTIFICATION 


I certify that the information contained herein for the period ending Decem- 
ber 31, 1954, has been compiled from the records and books of the Buick-Olds- 
mobile-Pontiac Assembly Division, General Motors Corporation, in accordance 
with its regular accounting practices consistently applied; and to the best of 
my knowledge and belief, the cost and expense are correctly stated as shown. id 


H. W. CLAPSADDLE, 
Divisional Comptroller. 30 





GENERAL Motors Corp. 30! 


BUICK-OLDSMOBILE-PONTIAO ASSEMBLY DIVISION 30: 


Estimated material prices ; = 





















—— —-—_—_—_-— 37) 
| Quan- | Estimate 37 

: | tity | 3d seg- 37 

Part No. Part name per | ment 37 

| plane | average 97 

per plane 37 

| | | - 

Fisher Body: 37F10001-500---.-_- | Forward fuselage... snbantitinniinbadhemdddliae | 1| $44, 017 7 
| Other miscellaneous parts-...-_.-- gecahenowe 1, 257 97 

IE oc nig cpeusmomandesdnctttaaabansammapmensatera nian aaa eswacupneas 45, 274 - 
Delco products: | o- 
37 F 42005 ee hoc See NR Sie nies occtoktiecounnancoechaau 1 | 1, 410 37 
Oe ee eee ae YS ere 1 | 1, 670 4 
37W 41005-L...........-.-------| Strut (9276-L).........-------------------+---=+- ¥ 1, 670 97 

! _ —— - 

Delco appliance: | | i 
ee ES eee 4 ee oul 3 | 207 37 
37F75201-2 or —4...__._- _..| Rocket post........- Seer hivaomnnis ae 3 206 7 
37F75202-4 or -3......-...---- | ROGIER ce cortices ecuavews a 3 | 209 3 
Oe inn iis orca SOG cds coutitonteaéancetenashbamnwns 3 | 206 35 
Pee Gib. oer muss shes bl eet bt ay So 88 3" 
Saginaw steering gear: | | 35 
er os 0S 5 25S. 5 IDSs 5 cc cccwenetbencawiebedenesebin — 1 | 225 37 
37F38630-2 or —4._-- ; Cylinder-__....--- 1} 225 37 
800-500_- ae Seal. ae gs Lo aee si dade tiahcnasRarecls Lec tia asap 1 | 290 "| 

77-1_- RS fT: RRS ee oa 1 | 136 3] 

PN cia  aiach doeaapaonnsie Actuator__ . 1 63 3) 
37F38200-1__...._-- _..| Cylinder-. od : 1 77 3 
37F38160-1__...___- eats Be. RAR aR La Ns AS eee 1 68 3 

37 F38665-2__...-. nine CP ca nigtmoskanabbadsabennbamabe j 1 | 103 3 
I ca eines, erence retain eiialiniaig = 1 | 67 x 

37 enone tancaeel area. ae ‘ ‘ 1 } 67 z 
37F: Fe saa ghicchae cE Met I atic iniaii ati 1 81 3 
37 W 38110-2 or -4____. wustbaet GR Sein be so hesitate 1 | 118 3 

37 W 38880-1-2_ .___- aie PD 5 4. «i treesianniniinincsesn satite a 2 | 551 3 

37 W 28120-1 or -3__- : i Sone aun aaeaegs soneouwal 1 81 3 
37W 38110-1 or -3.___-- Sic oksbccnnwewhodathieaccddeduaneussueel 1 118 3 

37 W 38130-1 or -3__- . NE ea ss S 2 156 3 
37W38170-1___....... Cylinder__........ ei s 1 | 61 3 

37 W 38180-1__- ; .-| Cylinder._... . 1 61 3 

37 W 38368-1 or -3__- - ee Re : ~ 2 525 3 

37 W 39060-1..___- Nicaea SII Sod Adit coeuniansidabamu wate ckeeaabbiates call l 72 3 
37W 44130-1_.__..._- 5h I cerce xaiccotecots . : a | 1 625 3 
37W 38342-3001 - -.- Cylinder 1 | 66 3 
37 W 38342-3002 - - ae Cylinder pede | 1 | 66 3 

37 F 38371-3__- eons Cylinder assembly --_- 1 | 27 3 
3o7F38750_....... sad WN siccitaccecanukas 1 33 3 
scenes tela acadeaialall 3 

Total__- ac cae ems as heii ailieteATals eaia ir al icine = 0: 4, 307 3 
Aeroproducts: 37F38727-15 Actuator assembly. 1 1, 733 3 
Buick Motors: 37P61022-112F .| Bracket trunion forging. -.__- : 2 3B a 
Packard Electric: Stores stock Wire eaermiomerdn saa : (| 7 a 
Subtotal allied materials as i ciieaated aii ode E : z | 56, 985 q 

= - — 3 

30C65820_.......- ; ee Valve... sccub skit said epate aitielnia te sonal we 9 435. 60 a 
 . Jaa ‘ ja eres Kgcienustdas ; | 2 | 84. 91 a 
30F 73023-! a SS a oe = 55 a 6 291. 00 4 
Assembly lock bolt_..............--- Sey 6 450. 00 ! 

] apni eae oie 30X_ ia mcoeamebebd aint a “a ‘cot 1 | 58. 00 ‘ 

BI A is metastasis _.| Box. Oe ret hava 1 58. 00 i 

] me Box See eee cage aeaee eeu ceeimnual 1 58. 00 i 


As required. 





“ 


-m- 
ds- 
nce 

of 


Le 








103 


67 
81 
118 
551 
81 
118 
156 
61 
61 
525 


625 


291. 00 
450. 00 
58. 00 
58. 00 
58. 00 








STUDY OF 


Part No. 


—_—_— 


30F 7361 1-502 
30F73730 Paes 
90F73730-1R 
90F81636-1 or 3 
ees. L 


37E82046 
87F10130-500 
87 F 101 90-500 
37F16107-500 
87F 16130-5000 
37F16530-17 
37 F16650-5i 
37F17265-11 
26 il 
P17330-503 
*17330-504 
717470-503 
P18] W—500 (517 
FIS200—HK 
‘| 
l 
3 





i 
‘ 


8300-500 
R508-—3 


37F34020-500 
37F34111-3 or 9 
37F37100-11 
37F37100-12 
37F37953-1 

37F 37965 

37F 38706 

37F 38707 

37F 38716 

37F 38717 

37F 38730 

37F 38731 > 
37F38746___- 
37738749 
37F38751 
37F 38759 
37F 38760 
37 F 38765 
37F38777 
37F38783 
37F38784__ 

37F 38785 
37F38789 hs 
37F38890-301 _. 
37F39431-500__- 
37F 42006 
37F42020-500 
37F42030-1__ 
37F42071-501_- 
37F42071-502 
37F 61061 
37F'63092 
37F'64050-505-7-9 
37F65035 


37F65035-2 
37F 65045 
37F 65047 
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Estimated material prices—Continued 























Quan- | Estimate 
| tity 3d seg- 
Part name | per ment 
| |} plane average 
| per plane 
> 1 ' 
ee ..| Box aecigiotas Sevdbate | 1} $58. 00 
ie Chute y bi ale scbatidcaten teas | 1 | 44. 00 
| Chute oa a “ es 1 | 44. 00 
Ee | Support a i sa 1 58. 10 
cate | P. A. support ; De kere ae eee | 1 | 53. 15 
; S. W. assembly_ -- sai A aétddantdsdonane 1} 58. 50 
me Charger assembly-_.--.-- saec gran ate Satdaen | 3 | 124. 50 
wa .| Antie.-_. - 3 124. | 
aetna Maneuvering stabilizer 1} 6,033. 8° 
sndipaaiais Rudder Seana : 1 | 698. 15 
..| Fin assembly--.--. te — ; 1 | 2, 9 
..-| Relay ‘ - j 1 | 89 
Access door sould : 1 | 412. 23 
Hinge assembly_.. l 
Radio deck cover 1 
Door assembly lj 
Frame. -_- 1 | 
Dorsal fin assembly 1 | 
frame. 1 | 
Housing 1} 
Door assembly 1} 
Door assembly adel 1 
Door instal 1 } 
Canopy pac king and cockpit enclosure 1 |} 
Windshield p cking 1 |} 
rurtle deck lL} 
Lock assembly 2 
Elevator control 1 | 
Hub assembly 1 | 
Actuator, rotary 1 } 
Box : 1 
Bell er ink l 
Bell crank 1} 
Shaft i 
aceon} CAs ena : ‘ . 5 1] 
saosce == Rod e Sec aces ones ecasnceces 1 | 
raise -| Rod ; penwawwhiqeipicmadied E 2 | 
saonent Device, artificial feel. --.- cniled — 1 | 
RetNGOl, GIOPROOE so ce icckacecisindidcccdss l 
Shifter assembly. —- ; l 304. 02 
Actuator, rotary-.-. * os « i} 200. 92 
Bell crank hace sibs Garabioeiaicoands l 65. 20 
.-| Stick, install control. ee wetndiceaaae L | 184. 81 
a Control assembly. = * 1 151.11 
a ...| Rudder pedal igutaanibateee sda caecice . 1 219. 10 
wel SBGRD DOG s dnc plctae rede bas icbiasunscadscaes lj 219. 10 
.| Feel device asse mbly_- 2btdpenthoaweosenonaut l 
Actuator bccn hidine heden a diephalcininn eit 1 } 
Valve abe aeebe he Sobacen 1 | 
..| Cylinder assembly - - — 2 | 
osha Pump, engine driven ....-- a 3 5a 
..| Pressure regulator ‘ 1 | 
VORUG i cacinanicasecsssuenuseddsbee as . 2 | 
Valve d € es l 1 
= Valve ae — 1 
3 | Valve piwbbekadice death dick ics eal 1 | 
Bypass valve.....- Adachi Seine eal sued 21 
Valve, 4-way-....-....-.- ie - 1 | 
Valve pdeedatited > 1 | 
Accumulator 2 | 
‘ Valve eunbada on i dcbesnacaaseeaaal | 2 
Valve - jens soninatghebeisiucas aude 4 \ 
Valve e a baa < 2 | 56. 73 
Separator . < ..225-22100-sccnessenescsee- aes sene 1 ~ 
wenennt VeEeandsandsesaabsongpeaamnaaead » 1 755. 
cetaccintlalnkenl Fitting asse »mbly- a y —— 6 59. 
....| Hydraulic penerVelssU 5251302) anon cnccasees l 124. 22 
....| Strut shock asacdad Retina 1 |} 260. 00 
sao} BYOCS POONEGOsscesccesssese08552i2 1 184. 51 
cnat POND CRE octcdsccdgascscgeshesbasnddccsas . 4 50. 68 
<0} DOF QNNCMRDRG ccc cc cssndessei i teeanes 1 | 142. 77 
soca} OCP GRRMDET 5 cc ccesnsdssachs (tebbaatbiin 1 142. 77 
...| Air tank valve. -....... e sbedaasuacs l 411. 69 
phous DOCG i ccucocdsnndsasdadekanats ib 1 108. 25 
cube POWGE COMIC. cs ccassndsecesspndade bb decd 1 269. 83 
Valve. 2 | 109. 00 
Valve 2 109. 00 
Pump... 1 84. 58 
Valve. 5 232. 50 
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Estimated material prices—Continued 


Quan Estimate 


| tity 3d seg- 
Part No. | Part name per ment 
plane average 


per plane 






















37 F 65062 1 | $76. 75 

37 F65101-11 1 838. 82 

37 F65103-2 l 570. 00 

37 F765147-1 I Lil. 20 

37 F 67120-5F A ‘ I 255. 11 

37 F67186-—500 l IAL. 

37 F67187-500 ! 190, 81 

37 F 68010-4 or 6 l 1, 260. 00 

37 F68070-5 or € l 199, 25 

l 84. 66 

! 70. 00 

yr 509 ] 70. 00 

2 18. 00 

l 43. 00 

1 43.00 

l 44. 00 

1 44.0 

Jato relay ] 77.0 

1 158. 00 

] 84. 71 

° 1 399. 39 

! P50, 80 

1 70. 0 

1 268. 50 

1 209. 60 

2 84. 00 

» 7? oH 

2 85. 00 

SS I 2 OX J 2 61. 8 

371°'67193-509 Tail pipe and package 1 547. 50 

37 W21111-11F Spar 1 1, 234.2% 

37 W2i111-12F ‘par ] 1, 219. 38 

37W21112-111 Spar l 410. 68 

37W 21112-121 e Spar 1 556. 51 

37 W 22031-11F __. Spar ! 146. 44 

37 W 22031-12F Spar 1 146. 44 

37 W 22032-11F Rib_. : a secant l 191, 35 

37 W 2203-11 F Rib 176, 26 

7 W 22040-11F Rib l 215. 85 

37 W 22640-12F Rib 1 219. 48 

Spar 831. 39 

Spar 1 842. 81 

Spar 2 341.92 

il 2 50. 530 

Flap assembly 1 701. 39 

} lap embivy | 701. 25 

iW 2t 01 ileron assembly--- 1 896. 37 

37 W 26001-502 Ajleror emblhi { 896. 37 

37 W 28000—508 Fillet l 90. 13 

37 W 28000—509 Fillet l 36. 54 

37 W 28000-5510 Fillet ] 34. 82 

IT WW 28000-511 Fillet 1 32. 10 

7W 28000512 Fillet 1 31. 83 

37 W 28000-5413 F ilk l 14. 0 

Fillet 14. 50 

37 W 28000-517 Fillet 16. 87 

37 W 28000-518 Fillet 16. 73 

37 W 28000-519 Nose fairing 92. 06 

37 W 28000-4521 Ving fillet 155, 26 

37 W 28000-4522 Wing fillet 154. 89 

37 W 2R8000-525 Fillet 32. 76 

37 W 28000—526 Fillet 31. 32 

37 W 28000-5233 Wing fillet 127. 45 

37 W 28000-5234 Wing fillet 125, 66 

37 W 28001-501 or -3 Door install 334. 05 

37 W 28001-502 or -4 Door install 330. 74 

37 W32100-11 Horn assembly... 188. 50 

37 W32100-12 Horn assembly 188. 48 
37W Rod 


36. 30 
43. 16 
26. 15 
| 26. 15 
49. 52 
24. 41 


37W 





37 W32134 Bell crank | 
37W32134- Bell crank_-.. 
37W32135-1__- Bell crank | 
37 W32136-1__ Bell crank 


1 
1 
l 
3-1 Rod 
l 
2 


37W32136-2 SS eee 24. 41 
37 W 38734_ - . Relief valve | 97. 50 
37 W387'6_ _ - Valve_.... nai on 216. 27 
37W41023-1_._._--- --| Fitting assembly-...-.....- Hantede 80. 30 


37 W 41024-1 


NORD Re Re Re RR Re RR eR Re 


Cichishbddoutencoowsea Fitting NINN a ke occas) $58. 30 
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Estimated material prices—Continued 
Quan- | Estimate 
nate tity 3d seg- 
Pg Part No. Part name per ment 
nt plane | average 
aoe, | per plane 
ane | . 2 J = — ei a > 
7 W41050-515 | Uptoots peelnatae co scien occeccddiecttee sacs 1 276. 83 
37W 41050-516_ _- 1 COG, oe crinecdanereonsnige opine siien | 1 274. 79 
97 W43003-1 : Door assembly 1 222. 36 
37 W 43003-2 shit . Door assembly 3 4 £ 1 222. 47 
27 W 43060—502 L Door assembly -. ait 3 1 273. 47 
27 W 43060-505 | Door assembly 1 296. 09 
37 W 43070-1 Fairing assembly 4 . | 1 402. 84 
” W 43070-2 Fairing assembly --- ° “ } 1 402. 85 
27 W65044-4 Fitting_. a ¥ 1 | 59. 20 
37 W65046 tefueling---. abe ‘ | l 101. 66 
37 W65 1 | Fuel cell_- 2 tenes | l 230. 00 
7W65201-1 Fuel cell ‘ . ecinietbinilind pacneae 1 235. 14 
37 W 6 ! Fuel cell ; acne ve 1 204. 46 
“W65203-2 Fuel cell_-- 3 ee 1 | 212. 67 
37W65204-1 _ . Fuel cell 1 |} 479. 58 
a7 W5 ‘ Fuel cell 1 | 478. 90 
“WO65! Fuel cell =r a 1 208. 68 
37W 65205 Fuel cell- - l 208. 58 
37 W65206-2 Fuel cell oa 1 275. 95 
37 W 65350-5 | Receptacle assembly 7 ; 1 | 475. 00 
37W654 Fuel cell _-- i : bandenianl 1 | 226. 00 
37 W 654 Fuel cell_-- P -| 1 | 230. 00 
7W6544l Fuel cell 1 | 240. 76 
37 W73205-1 Latch l 16. 99 
37 W 73205-2 Latch l 16. 99 
37W73901-1 Retainer 2 54. 30 
37W75110-3 Post assembly ‘a l 137. 63 
’ 37 W75110—4 Post assembly 1 | 137. 63 
85. 00 47 W75110-5 ; Post assembly -_- 1 137. 63 
L. Sf 37 W75110-6 Post assembly - - x 1 137. 63 
547. 50 7W75110-7R Post assembly l 139. 18 
234. B STWT75110-8R Post assembly 1 | 139. 18 
219. 38 37 W79000-503 -| Pylon assembly 1 1, 700. 00 
410. 68 7W 79000-504 Pylon assembly l 1, 700. 00 
556. 51 37 W 79300-501 R Pylon, outboard l 925. 00 
146. 44 7W79300-502R Pylon, outboard L 925. 00 
146. 44 37 W82776 : Actuator, landing light ‘ 2 459. 00 
191. 35 \-24-A 9430. _ Amplifier os ‘ l 94. 60 
176. 26 D-2 Oxygen regulator dé 1 287.75 
215. 85 -f-A Amplifier (or A-20-1).-..- l 114. 00 
219. 48 3 3906 (84055 Valve l 129. 50 
831. 39 EA-745 A B-2 Indicator 1 318. 00 
842. 81 FA-915-D4-A-1 Correcting device I 356. 00 
341. 92 4-1060- B-S18—A rank unit l 57. 00 
50, 50 EA-1060—-B-819—A lank assembly 1 57. 40 
701. 39 EA-1000-B-820-A Tank assembly 1 57. 00 
TOL. 25 E A-1080- B-822-A lank assembly 1 57. 00 
896. 37 F A~1050-B-823-A Tan embly_... ] 57. 00 
896. 37 EA-1060-W-821-—A Tank assembly_-_- 1 61. 00 
90. 18 E A-1061-B-817-A Tank assembly l 61. 00 
36. 54 F A-1061-B-824-A Tank assembly 1 | 61. 00 
34. 82 15-2 Inverter I 359. 00 
32. 10 Mi S-28700-3 Actuator l 69. 90 
31.8 RAC-000001 Control box l 582. 43 
14. 0 l F-54200-2 -umMp 1 | 418. 29 
14. 0 F-55350 Pump a 2 368. 94 
16, 57 T F-55500-1 — . Pump ” l 232. 63 
16. 73 3~G-1 Clock 1 99. 45 
92. 06 2424-52A A-1 oe Gauge 1 126. 44 
155. 26 650-3190 Relay 2 | 55. 00 
154. 89 14610-125—500-1 = Regulator... a 248. 41 
32. 76 20003-1 A 1A ai Liquid oxygen convertor - 1 | 517. 00 
31. 32 80047 Disconnect ‘ wink 1 | 78. 90 
27. 45 80177 ’ Refrigerator unit__....-- iit : ; | 1 | 1, 057. 35 
125, 66 42420-062 Valve te eo a. | 1 | 58. 50 
334. 05 106002... Regulator es pens a 1 | 545. 00 
330. 74 108088... ’ Regulator i pine 1 | 170. 25 
188. 50 103012-14___ ; Valve sa linckdacancnen dit 1 236. 00 
188. 48 





36. 30 Subtotal, outside material Ghidiamaddiptiibesdutniiadantedide nach stated | 71, 051. 00 
43. 16 Other items of material cost not detailed above: 
26. 15 Other purchased parts (not major items) - Se 16, 878. 00 
26. 15 Aluminum, steel and other raw materials Sa . 3, 337. 00 
49. 52 Rivets, paints, chemicals, oils, fuel, ete one . : 4, 381. 00 
24.41 ae se 
24. 41 Grand total, outside material....- arinvacriniacicahiatgeaanatiNs sctuhemes senna ane 95, 647. 00 
97. 50 

216. 27 — - — —— 
80. 30 

$58. 30 
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GENERAL Morors Corp. 


BUICK-OLDS MOBILE-PONTIAC ASSEMBLY DIVISION 











Analysis Of burden by quarters, period July 1, 1954, through end of contract 
Actual, 1954 | Forecast, 1955 
> — 
July, | October, January, April, July, | October 
August, | November,| February, May, August, to 

| September | December | March | June September | completion 

Indirect labor and salaries $3, 734, 403 | $4,129,130 | $3,955,000 | $2,937,007 | $979, 238 $793, 347 

Operating supplies 346, 904 | 454, 519 | 395, 000 | 279, 000 82, 000 50, 000 

Expense tools 371, 812 475,331 | 350, 000 309, 000 | 95, 000 15, 000 

Utilities 131, 778 149, 542 | 149, 000 126, 000 83, 000 30, 000 

Maintenance 736, 956 898, 357 | 734, 000 415, 000 127, 700 60, 000 

Employee insurance, taxes, | 

ete 911, 758 916,960 | 1, 150,000 804, 210 195, 960 | 84, 000 

Losses, errors, defects 446, 850 329, 666 277, 000 270, 000 165, 000 | 82, 000 

Fixed charges 229, 403 233, 867 | 246, 000 247, 000 220, 000 110, 000 
Sundry manufacturing ex- 

pense 340, 444 354, 077 234, 000 208, 500 120, 000 85, 000 
C ret lits, clearing and liquida- 

tion accounts (139, 7.56) (47, 324) (2, 300) (3, 000) 
Total 7, 110, 561 7, 894, 125 7, 487, 700 5, 682, 717 2, 067, 898 1, 310, 347 
Mr. Courtney. Now, Mr. Chairman, in addition to obtaining the 


pricing proposal which has now become a part of the record, under 
paragraph 3.811 of the Armed Services Procurement Regulations, the 
negotiators are ‘required to record, and do record and have recorded, 
their version of their experiences and the data available to them during 
the course of the negotiation. 

That data has been obtained from the Air Force and it is this copy 
on your desk, the white sheets before you, a memorandum dated May 

, 1955. 

It has 21 paragraphs in it and is identified by Carl F. 
colonel, U.S. Air Force, Chief, Aircraft Division. 

The first—the beginning of the reconstruction of the experiences at 
the negotiating table commenced with paragraph 20, and I read: 


Damberg, 


A profit rate of 8 percent was agreed upon at the time this contract was 
placed. This is a normal profit rate for a procurement of this type. The nego- 
tiated price of $271,165 per unit includes a profit factor of not more than 8 
percent based on the Government's concept of a realistic cost. 


Mr. Chairman, I should like to offer for the record the minutes of 
the negotiating team as approved and a part of the Air Force records 
of this contract. 

Mr. Héserr. Without objection. 

(The information is as follows :) 


To: Buick-Oldsmobile-Pontiace Division, General Motors Corp. 
Subject: Final Price Redetermination, Contract AF33 (038 )-18505. 
May 6, 1955. 
(Attention: Miss Corkum. ) 

1. Conferences were held on March 23, 24, and 25, 1955, with 
of Contractor to redetermine prices for the last three hundred ( 
planes on subject contract. This is the final price redetermination of the 599 
airplanes on this contract. Thus, for all practical purposes, the redetermined 
price for airplanes is fixed price to completion. Those pres- 
ent were: 

Representing the Contractor : 

Nr. J. M. Clapsaddile, Division Comptroller, 

Mr. William J. Oldani, Attorney, 


representatives 
300) F-84F air- 


this segment of 


GMC, Detroit, 
Office of Chief Counsel, 


Mich. 


Detroit, Mich. 
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Mr. ©. F. Hintz, Comptroller’s Office, Detroit, Mich. 

Mr. J. A. McNamara, Resident Comptroller, BOP, Kansas City, Mo. 

Mr. R. G. Middlesworth, Ass’t Comptroller, BOP, Kansas City, Mo. 

Mr. Arnold Bergune, Dayton Representative, BOP. 

Representing the Government : 

Lt. Col. R. C. Chilton, MCPHFD 

Miss Alice Corkum, MCPHFD 

Lt. Col. J. R. Medberry, AFPR, BOP, Kansas City, Mo. 

Mr. Howard Goebel, ACO, BOP, Kansas City, Mo. 

Mr. Milton Richmond, MCRKC, BOP, Kansas City, Mo. 

Mr. Wm. P. Lemley, Auditor General’s Office, BOP, Kansas City, Mo. 

Mr. James I. MacKenzie, Auditor General’s Office, Detroi, Mich. 

Mr. John J. Ambrose, MCPBIA 

Mr. Werner Wilson, MCPHF 

Mr. Steve Lovas, MCPHF (attended only March 25, 1955) 

Mr. Richard C. Saxton, MCPHH 

2. Contractor, by letter dated February 3, 1955, proposed a price of $293,160 
per unit for these 300 F-84F airplanes. In addition to detailing the various 
elements of cost comprising this proposed price the letter also furnished infor 
mation concerning actual costs incurred on the preceding 228 airplanes. As a 
result of negotiation, the redetermined price was negotiated at $271,165 per 
airplane. This price negotiated amounts to a total reduction in the Contractor’s 
proposal of $6,598,500 or an overall reduction in contract price of $16,150,500. 

3. Prenegotiation conferences attended by the aforementioned Air Force Per- 
sonnel were held on 21 and 22 March 1955. During these two (2) days the Con- 
tractor’s proposal was examined and evaluated, audit reports reviewed and sup- 
plemental data obtained. The views, comments and recommendations of the 
field personnel and other members of the buying team were aired and weighed. 
Personnel assigned to the AFPR’s office had made an analysis of the Contractor’s 
proposal and compared estimated costs with recorded book costs. The following 
is a résumé of the findings and comments of the AFPR: 

Material costs from other (Allied) GMC affiliates represent reasonable billings 
and firm quotations for the items furnished except Fisher Body; no opinion re- 
garding this supplier was available from the AFPR because a separate Air Force 
audit of Fisher’s costs had not been examined. Other vendors’ costs had been 
examined at Contractor’s plant and it was found that the latest redetermined 
prices and miscellaneous errors would amount to a reduction of 0.5 percent or 
$448.00 per unit to which Contractor had acquiesed ; otherwise outside materials 
were correctly priced. All subcontracts except one had now been approved by 
the ACO and there was little question about resolving that one. The observation 
was made that the 17,250 direct labor hours per unit proposed by Contractor 
were high but a better number was not suggested. Burden was believed over- 
stated since it appeared the Contractor would complete this contract ahead of 
schedule and the burden projection covered the schedule period. Superburden 
was questioned because Contractor’s proopsal for overtime premium was in ex- 
cess of 3 percent of total labor hours. It was the opinion of the AFPR that 3 
percent was an allowable amount irrespective of historical actuals or Contrac- 
tor’s reason for this forecast. Other cost elements were believed questionable. 

4. The office of the Auditor General submitted two (2) “Advisory Reports for 
Price Redetermination” which were used for reference in this negotiation. The 
audit of Fisher Body Division, supplier of the forward fuselage, longerons and 
miscellaneous small parts, was confined to the actual recorded costs on the 228 
units produced prior to these 300 units. Fisher refused to make available to the 
AF auditors any costs after the cut-off date, October 31, 1954, for the 228 for- 
ward fuselages. However, the Air Force auditors in examining the books and 
records of Fisher for the 228 units made certain notes and observations of over- 
head rates and labor hours incurred in November and December 1954. The sec- 
ond “Advisory Report’ covered BOP costs on the preceding 228 airplanes. The 
auditing personnel who conducted the examinations and submitted the reports 
were present for the negotiations. 

5. An evaluation, limited to Contractor’s projected direct labor hours, was also 
made by MCPBIA, utilizing AMPR operating ratios. Actual direct labor hours 
for 210 units as reported by Contractor were presented with a future trend 
projected. This study developed a forecast that 4,540,308 direct labor hours 
would be a reasonable and acceptable estimate for these 300 airplanes. Con- 
tractor proposed 5,175,000 direct labor hours. In developing the 4,540,308 hours, 
MCPSTA also utilized in their presentation the industry average for fighter air- 
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craft and Republic Aircraft Corporations’ actual experience on the RF-84F : he 
airplane. The price finally negotiated for these 300 units includes 3,915,000 direct B de 
labor hours as developed from studies conducted by MCPHH. Further details | s¢ 


pertaining to direct labor hours are set forth under paragraph ten (10). Also, 
certain comments were made by MCPBIA concerning burden applicable to these 
300 airplanes. A strictly mathematical calculation using RAC Burden rates 
developed a rate of 185 percent applicable to these 300 units. During the pre- 
negotiation conference one of the field personnel suggested that a burden rate 
cf 186 percent appeared reasonable. However, it cannot be said that this 
suggestion by the field personnel was consistent with the MCPBIA forecast be- 
cause (1) the 186 percent rate was based on the Contractor’s original labor dol- 
lars forecast and (2) the MCPBIA forecast covered what Contractor terms ordi- 
nary burden and super burden (over-time premium, night shift premium and 
cost of living) whereas the field personnel were referring to only ordinary 
burden. Further details in respect to burden and super burden are covered in 
separate paragraphs hereinafter. 

6. Delivery schedule.—It was learned at the opening of the prenegotiation con- 
ference that Contractor had requested permission of this Headquarters to ac- 
eelerate the present delivery schedule. The principal consideration offered was 
a lower price. The proposed forward price of $293,160.00 per unit was predicated 
upon Contractor meeting the delivery schedule as called for in CGN No, 1381 
which would complete deliveries in August 1955. However, contractor is 
presently ahead of this schedule and believed the last airplane could be shop 
completed on or about May 15, 1955, and Air Force delivery could be made on or t 
about July 8, 1955. On March 21, 1955, Centractor was informed by the buyer ( 
via telephone that his suggested accelerated delivery schedule was acceptable. — 

( 
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7. On March 23, 1955 Contractor announced at the beginning of formal negotia- 
tions that a revised price of $288,000.00 per unit was being offered not only in 
consideration of the accelerated delivery schedule but also because (1) an ar- 
rangement regarding a uniform lay-off procedure of workers had been made 
with the Union and (2) settlement of claims with certain suppliers has been 
made subsequent to the initial price proposal. Lower costs were therefore 
anticipated in the following categories : , 

(a) Direct labor hours of 16,000 per unit instead of 17,250 per unit as pro- , 
posed initially. This amounted to a reduction of about $2,500.00 per unit. , 

(b) The remainder of the reduction, $2,635.00 per unit, was in overheads. | 

8. Needless to say Contractor’s offer of $288,000.00 was not accepted but dis- 
cussion and examination was conducted looking into the estimated approach ap- 
plied, and the reasonableness and reliability of the various elements of costs 
comprising the price. Each element of cost was taken up separately, examined, 
discussed and considered. 

9. Material. Contractor quoted an anticipated material cost of $153,398.00 
per unit. This was composed of three (3) categories, (@) $56,985.00 for ma- 
terial, parts, ete., furnished by other GMC affiliated companies, (b) $95,647.00 
for outside purchases from vendors and subcontractors and (c) $766.00 for in- | 
bound transportation costs. 

(a) Allied (other GMC affiliates) materials were proposed at $56,985.00 per 
unit and a cost schedule of the seven (7) affiliated companies was furnished. | 
Priced bills of materials which had been audited and examined by the field per- 
sonnel were submitted in support of six (6) of these affiliates, Fisher Body being 
the exception. These bills of materials supported 20 preent or $11,711.00 of the 
$56,985.00. Contractor claimed the $45,274.00 per unit cost from Fisher for 
the forward fuselage, longerons and small miscellaneous parts was a reasonable 
projection based on Fisher’s actual costs incurred in producing the prior quan- 
tity for 228 airplanes. The forward fuselage was found to account for 98 percent 
of the Fisher costs. As previously stated in paragraph four (4) Fisher sub- 
mitted for audit only recorded costs on the 228 units. It was claimed by Fisher 
that although some actuals cost for these 300 units following the 228 were re- {| 
corded they were not subject to audit and/or examination. However, the Air | 
Force auditors were able to observe certain cost trends in November, and De- 
cember, 1954 while checking the books as of October 31, 1954. Fisher shipped the 
300th forward fuselage to BOP in the first week of March 1955. It was pointed 
out to Contractor’s representatives that as of this time most of Fisher’s costs 
were known and it appeared reasonable to compare the $45,274.00 per unit quota- 
tion against the actuals recorded in November, December, 1954 and the first two 
(2) months of 1955. This Contractor frankly refused to do. Therefore, by 
using the recorded costs on 228 forward fuselages plus the labor hour and over- 
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head trends noted in November, and December, 1954 an estimated cost was 
developed which varied substantially from Contractor's. It was believed and 
so pointed out to Contractor that the Fisher cost was overstated. To support 
his position, Contractor then produced a priced bill of material and other Fisher 
costs which upon further examination supported only $40,274.00 per unit. Thus, 
it was found that Fisher had been over-estimated by $5,000.00 per unit. But 
Contractor still claimed that the $45,274.00 per unit price for Fisher was fair 
and reasonable. Attention was called by Contractor’s representatives, to the 
price of $84,479.00 per forward fuselage charged by Republic Aviation Corpora- 
tion. This happened early in the program when more forward fuselages were 
geeded than Fisher could supply. The cost of $40,274.00 per unit for Fisher was 
used in developing the total overall negotiated price. 

(b) The estimate of $95,647.00 per unit for outside material was supported 
by an itemized price list for each of the many vendors. While not every item was 
checked and vertified to original sources the field personnel had examined 60 
percent of the items representing a majority of the dollars involved. This pro- 
cedure uncovered certain errors which together with prices redetermined subse- 
quent to Contractor's original proposal amounted to $448.00 per unit or $0.5 
percent of $95,647.00. This resulted in $95,199.00 being a more reliable esti- 
mate. Furthermore, during the course of the negotiations certain checks were 
made of individual parts, assemblies, ete., to determine whether the prices being 
paid vendors were reasonable. 

(c) Inbound transportation was proposed by contract at $766.00 per unit. On 
the preceding segment of 228 airplanes a cost of $787.00 per unit was incurred. 
Contractor believed a slight decrease could be expected from the actuals experi- 
enced. However, it was pointed out to Contractor that with nearly all the ma- 
terials now in for these 300 units an average of $593.00 was shown on the records. 
Contractor acknowledged this was true but believed it to be inconclusive. In 
negotiating the price for these 300 units a cost of $593.00 per unit was used. 

10. Direct labor hours.—Contractor originally proposed 17,250 direct labor 
hours per unit for these 300 airplanes. In the supplemental data accompanying 
the proposal Contractor furnished the usual chart showing “cumulative average 
hours per plane.” These 300 units follow the first 299 units. The “cum curve”, 
reflecting 74 percent efficiency, showed at first glance only a slight toe-up, how- 
ever, when average unit hours were plotted there appeared quite a different 
pieture—the toe-up showing decidedly. Also mathematical calculations employ- 
ing the actual incurred hours confirmed the indication from the chart that Con- 
tractor is forecasting 17,250 (later revised to 16,000 hours) per unit was giving 
ne recognition whatever to any efficiency on these last 300 airplanes. Actual aver- 
age hours through the 299th unit were obtained from Contractor. Applying the 
revised proposed hours of 16,000 per unit showed a flat line from unit 300 
through 599 which is this segment of airplanes. Experience shows that such is 
not the case but instead, in situations where a plane is being discontinued, the 
efficiency continues to the last lot of planes and it is only at this point that the 
hours normally increase. Various independent calculations were conducted and 
each resulted in approximately 13,050 hours per unit. This was based on Con- 
tractor continuing from unit 299 on the same 74 percent experience curve with 
500 hours per unit being added to the last 50 planes due to phasing-out of the 
model. Experience in the industry shows that such occurrence is normal in a 
phase-out. Contractor took sharp issue with this approach and insisted 16,000 
hours per unit were the best attainable because, (1) there were no follow-on 
aircraft of any type, (2) 6,000 employees would be laid-off between now and 
August 1, 1955 with the biggest lay-offs occurring before June 1, 1955, (3) em- 
ployees, knowing no more work was available, would slow down to prolong their 
jobs, (4) other aircraft companies were already advertising in the Kansas City 
newspapers for experiences held and right now were proselyting among the 
better qualified workers, and (5) a possibility of a strike of the aircraft workers 
was not remote because the present union contract expires May 29, 1955. Fur- 
thermore, Contractor’s representatives said that in estimating the direct labor 
hours the experience between the 150th units and 300th should be used in prefer- 
ence to all of the first 300 units. This was believed more indicative by Contractor. 
{t was not possible to use exactly these 150 units as details were not available 
for the 150th unit but the actual unit average at the 139th unit was known as well 
“8 certain other points to the 300th airplane. Even using experience from the 
139th unit through the 299th developed only a few more hours than 13,050 per 
mit. This was on a 75 percent curve. Another of the many computations made 
‘o determine a forecast of direct labor hours was by converting the known total 
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hours expended in January, and February, 1955 to average unit hours. This test 
further confirmed the belief that 13,050 hours per unit were a reasonable expec- 
tation. In view of this firm conviction concerning the direct labor hours a unit 
average of 13,050 was applied in developing the Government’s concept of a fair 
and reasonable price for this group of airplanes. In the price finally negotiated 
there are 13,050 hours per unit. This reduction of 4,200 hours per unit from con- 
tractor’s original asking price amounts to a total of 1,260,000 hours or 25 percent. 

11. Burden.—Contractor’s original quotation included burden at $72,176.00 
per unit which was revised to $69,000.00 when a price of $288,000.00 per unit 
was Offered. (See paragraph 7.) Even this revised quote of $69,000.00 was be- 
lieved high by Government representatives. Contractor resisted any reduction 
in price due to burden by offering numerous arguments in defense of $69,000.00. 
One of these was actuals incurred on the prior 228 airplanes was 224 percent 
against 209 percent used in developing that price. This indicated, according to 
Contractor, that they forecast burden low. Other arguments and reasons 
offered bore merit and were given careful consideration. However, Govern- 
ment representatives believe $69,000.00 per unit was about $3,000.00 high and 
presented what was believed equally meritorious arguments. The production 
period for these 300 airplanes is December 1954 through May 15, 1955, for shop 
completion and July 1955 for Air Force delivery. Contractor, on the basis of 
the old delivery schedule estimated some overhead expenses will fall into the 
third quarter of 1955. This was because the last plane was scheduled for 
August 1955 delivery. The accelerated delivery as accepted by the Air Force 
on March 21, 1955, should result in a sharp decrease of expenses after May 15, 
1955. The tools and machinery are to be stored but the costs of this expense 
are covered under a separate contract. Also Contractor certified that the over- 
head quoted for these 300 airplanes did not include any costs for dismantling, 
storage, ete. It was known that as of December 31, 1955 there was $5,100,000.00 
of burden held in inventory and that burden for the first three (83) months of 
1955 averaged $2,400,000.00 per month. Therefore, using these costs as a base, 
estimates were made for the remaining period of the contract. By this method 
it was believed that $66,500.00 per unit was a reasonable expectation. Con- 
tractor vigorously resisted this assumption claiming it was too low. It was 
pointed out to Contractor that the Government recognized this was a tight 
estimate but that there was no intention of accepting excessive costs on which 
a profit is paid. It was believed that $66,500.00 per unit for burden was a real- 
istic cost which Contractor could attain by diligent work. Accordingly, the 
price negotiated took into consideration burden at $66,500.00 per unit. The 
acceptable burden excluded those costs normally unallowable on Government 
contracts such as interest, bonus, corporate financing expenses, contributions, 
consumer influence, ete. The latest negotiated disallowance factor of 29 percent 
for GMC central office expense was applied. This rate covers the period Janu- 
ary 1, 1955 to June 30, 1956. 

12. Superburden.—It is Contractor’s practice to classify overtime premium, 
night-shift premium and cost-of-living wage adjustment as Super Burden. Con- 
tractor’s quotation for Super Burden amounted to $7,110.00 per unit, this estimate 
being based primarily on actuals incurred on the preceding 228 airplanes. As 
a check against this quotation the actual trends incurred in January and 
February 1955 were noted. Overtime premium amounted to nearly one-half of 
Super Burden, averaging $3,466.00 per unit on the preceding 228 units with 
$3,000.00 per unit being expected for these 300 planes. Night-shift premium 
amounts to $0.05 per hour and the cost-of-living adjustments is known to be 7.2 
percent of wages paid. Certain tests and calculations were made which in- 
dicated that in negotiating the price a reduction of approximately $1,000.00 per 
unit could possibly be applied to Super Burden. It was evident that Contractor 
would object to any such reduction, however, the negotiated price does reflect 
the Government representatives’ concept. 

3. Flight——Hangar and flight costs subsequent to shop completion and up to 
Air Force delivery are included in this category. Contractor quoted this cost to 
be $1,093.00 per unit as compared to an actual cost on the previous 228 units of 
$1,188.00. Contractor attributed the expected reduction to more experience and 
faster deliveries. Investigation disclosed that since September 1954, this cost has 
steadily decreased from a high of $1,914.00 per unit to an average of $700.00 per 
unit in January 1955. <A study of this situation indicated that for these 300 
airplanes the very minimum that could be expected was $800.00 per unit. It 
appeared from checks made that the cost experienced in December 1954 of 
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$948.00 each on 50 airplanes was reasonable. This assumption was based on 
several factors most important of which are (1) the rate of deliveries will be 
about the same as the 50 units in December 1954, (2) problems resulting from 
the accelerated delivery, and (3) flight-personnel shortage, due to going out of 
pusiness. In connection with this matter it is to be noted that seven (7) out of 
fifty-one (51) of Contractor’s crew-chiefs recently quit to go with another air- 
frame company. Flight expense covers fairly fixed costs such as pilot and tower 
personnel salaries, insurance, taxes, fuel, utilities, supplies, etc. For negotiating 
purposes contractor’s quote of $1,093.00 per unit was believed high by about 
$100.00 and the lower amount was applied in the price negotiated. 

14. GFAE was estimated by Contractor to cost $250.00 per unit for these 300 
airplanes. Actual experience on the previous 228 airplanes average $242.00 per 
unit. Cost trends on this item showed a decline from September to December 
1954. It appeared on the basis of information available that these 300 airplanes 
would incur $200.00 per unit. This amount is reflected in the negotiated price. 

15. General and administrative expense was expected to cost $5,445.00 per 
unit but Contractor reduced this $1.000.00 in the revised price of $288,000.00. 
The reduction was due primarily to the schedule change. It was found that on 
the 228 units the G & A was $5,261.00 or 1.5 percent of other costs. Applying 
$4,419.00 against the Government’s concept of other costs resulted in $4,419.00 
being 1.5 percent. Further investigations looking into what would be a reason- 
able expectation for G & A expense on these 300 airplanes indicated $4,419.00 was 
a possible attainment. As a result this amount was used in developing the Goy- 
ernment’s concept of a fair price which ultimately was negotiated. 

16. Factory cost adjustments.—Examination had been made at Contractor's 
plant of the recorded actuals for these actuals. It was found that the $459.00 
credit per unit was realistic for this group of 300 airplanes. After discussing the 
subject during the negotiations at this Headquarters the Contractor’s forecast of 
§459.00 was accepted for arriving at the negotiated price. 

17. As compared with Contractor’s proposed price of $293,160.00 per unit and 
even the revised price of $288,000.00 per unit as offered after the Government 
accepted the accelerated delivery schedule it was believed by representatives of 
this Command that a substantial reduction was due. The Government concept 
of pricing developed that $271,165.00 per unit was realistic for these 300 air- 
planes. Contractor took a vigorous stand against any reduction from $288,000.00 
per unit. The various aspects of the cost elements involved together with the 
Government’s position and concept was presented in answer to the Contractor's 
protests. The representatives of the Contractor agreed to the Government’s 
presentation in some respects and made a compromise offer which was still not 
as low as $271,165.00. It should be noted that at this point the Contractor termed 
this compromise his final offer. However, further negotiations in the nature of 
the rebuttal by the Government resulted in Contractor reluctantly accepting the 
Government's price of $271,165.00 per unit for these 300 airplanes. 

18. No contract change notifications applicable to these 300 airplanes is in- 
eluded in the price of $271,165.00 per unit. The price is based on the airplane as 
known at unit number 299 which is the last plane on the prior segment. 

19. The following is to be reported : 


Zencative: price, $325,000.00 X B00... ee Le $97, 500, 000. 00 
Contractor’s proposed, $293,000.00 x 300 er 
Binotiated price. $271;106.00 KS00s oi Sewn le 81, 349, 500. 00 


Reduction from tentative price____-_ _..._.. $16, 150, 500. 00 
Reduction from Contractor’s proposal___..___-_---_------_- 6, 598, 500. 00 


Inasmuch as this redetermined price covers the last segment of this contract, it 
can be considered that the reductions shown above are on a straight fixed price 
basis. 

20. A profit rate of 8S percent was agreed upon at the time this contract was 
placed. This is a normal profit rate for a procurement of this type. The negoti- 
ated price of $271,165.00 per unit includes a profit factor of not more than 8 per- 
cent based on the Government’s concept of a realistic cost. 

21. Accordingly, a price of $271,165.00 per unit for the 300 airplanes on this 
final segment of the contract is approved. 

CARL F. DAMBERG, 
Colonel, USAF, Chief, Aircraft Division. 
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Mr. Hénerr. Mr. Courtney, what you are offering in the record ig 
what members of the committee have on this white sheet of paper? 

Mr. Courtney. All the information is ready. 

Mr. Héserr. Without objection. 

Mr. Courrney. Mr. Chairman, we will proceed to the board here, 
upon which have been placed the figures to which you have made 
reference and which will be detailed directly from this exhibit which 
has been presented for the record. 

Mr. Chairman, in the right-hand side, this separate board, is a 
reproduction of the information supplied by the General Accounting 
Oifice at the time of its postaudit. These are familiar figures and have 
been gone over before. They were merely supplied at the time to 
refresh your recollection of those transactions. 

Now, then, to repeat, so we may have clearly in mind what Mr, 
Kuhn is going to talk about, there are four columns on this board, 
This board is a reconstruction of figures that were available and taken 
from Air Force notes in the negotiations of March 23, 24, and 25, 1955, 
The figures relate only to the forward pricing or the 300 planes which 
were to be completed after that date. 

The first column, Mr. Chairman, are the figures taken from General 
Motors pricing proposal, schedule A, which you have before you and 
which has been spoken of earlier. 

The second column is marked “AF” and it is a reproduction of the 
penciled notations which are identified as having been placed upon 
the document by some Air Force negotiator, or personnel. 

Column No. 1 isa reconstruction of the same information which was 
in the possession of the negotiating team at the time of the negotiations, 
using the same factors that were used by the team, allegedly, and 
allegedly by General Motors representatives. 

Column 1 is the most favorable position on that information which 
could be taken. 

Column 2 is the staff’s analysis of the figures, on the position which 
should have been taken on a realistic approach, using the data avail- 
able. 

Now, Mr. Kuhn, will you come forward here so we can ask you to 
detail these matters ? 

Mr. Kuuw. Prior to that, Mr. Courtney, I think we should point 
out that prior to the negotiations of the 23d, 24th and 25th of March 
1955, General Motors requested and was granted an accelerated de- 
livery schedule. 

Based upon that accelerated delivery schedule, General Motors vol- 
untarily reduced their price to $288,000, as you pointed out, Mr. 
Chairman. 

Mr. Courtney. Mr. Chairman, those figures are reconstructed, 
again, at this point. : 

The $32,000 represents, as Mr. Kuhn has indicated, the change in the 
figures at the time of negotiation. They differ in that respect from 
the typewritten figures in the pricing proposal. And the allowance 
has heen made for that and the figure $288,000 represents the change 
or allowance or deduction of $5,000, roughly. 

All right, Mr. Kuhn. I may say, Mr. Chairman, that we propose 
to emphasize three elements of cost more especially than some of the 
others. You will note there is a great detail supplied here. 
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Commence first with the material cost, Mr. Kuhn. It is shown.in 
column 1 under the heading “General Motors.” 

Mr. Kun. General Motors indicated their material cost as $56,985 
for allied supplies of purchased parts. 

For outside purchased parts, $95,647. For inbound transportation, 
$766. Giving a total of $153,398. 

Based on the information contained in the minutes, we determined 
that the allied costs were made up of two factors primarily, or two 
segments primarily, and that is those of Fisher Body, of $40,274, and 
the balance from the other 6 affiliates of $11,711, giving a total in our 
computation of $51,984. 

Now, while the entire minutes have been introduced into the record, 
there are certain portions that we would like to read as we proceed. 
Under paragraph 9 on page 3—I will read that 

Mr. Rivers. Where is that ? 

Mr. Kunn. On page 3 of your white mimeographed sheet, Mr. 
Rivers. 

Mr. Rivers. Mr. Chairman, could I ask one question before he 
starts ¢ 

Mr. Hésert. No, sir. Mr. Rivers, before you came in, we agreed 
all the members would not ask until they had completed their state- 
ment. 

Mr. Rivers. You gotarule. Let’s go. 

Mr. Kuun. Under 9 (a), the negotiators’ minutes contain, and 
I quote : 








Allied (other GMC affiliates). Terms were proposed at $56,985 per unit and 
a cost schedule of seven affiliate companies was furnished. 

Mr. Courtney. Mr. Chairman, may we break in there for informa- 
tion? Allied refers to General Motors’ other divisions who supplied 
and fabricated material for use under this contract. 

Mr. Kun (reading) : 

Priced bills of materials which have been audited and examined by the field 
personnel were submitted in support of six of these affiliates. Fisher Body 
being the exception. These bills of material supported 20 percent or $11,711 of 


the $56,985. Contractor claimed the $45,274 per unit cost from Fisher for the 
forward fuselage 





Mr. Courtney. “Longerons and small miscellaneous parts.” 
Mr. Kunw (reading) : 


was a reasonable projection based on Fisher’s actual cost incurred in producing 
the entire quantity of 229 planes. The forward fuselage was found to account 
for 98 percent of Fisher’s costs. As previously stated in paragraph 4 Fisher 
submitted for audit only recorded costs on the 228 units. It was claimed by 
Fisher that although some actuals costs for these 300 units following the 228 
were recorded they were not subject to audit and/or examination. However, 
the Air Force auditors were able to observe certain cost trends in November 
and December 1954 while checking the books as of October 31, 1954. Fisher 
shipped the 300th forward fuselage to BOP in the first week of March 1955. 

Mr. Courtney. Buick-Oldsmobile-Pontiae Division is the explana- 
tion of those. 

Mr. Kunn (reading) : 

It was pointed out to contractor’s representatives that as of this time most of 
Fisher's costs were known and it appeared reasonable to compare the $45,274.00 


per unit quotation against the actuals recorded in November and December 1954 
and the first 2 months of 1955. This contractor frankly refused to do. Therefore, 


94763—57——9 
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by uSing the recorded costs on 228 forward fuselages plus the labor-hour and 
overhead trends noted in November and December 1954 an estimated cost was 
developed which varied substantially from contractor’s. It was believed and so 
pointed out to contractor that the Fisher cost was overstated. To support his 
position, contractor then produced a priced bill of material and other Fisher 
costs which upon further examination supported only $40, 274 per unit. Thus, 
it was found that Fisher had been overestimated by $5,000 per unit. But con- 
tractor still claimed that the $45,274 per unit price for Fisher was fair and 
reasonable. Attention was called by contractor’s representatives, to the price 
of $84,274 per forward fuselage charged by Republic Aviation Corp. This hap- 
pened early in the program when more forward fuselages were needed than 
Fisher could supply. The cost of $40,274 per unit for Fisher was used in de- 
veloping the total overall negotiated price. 

Mr. Courtney. Mr. Kuhn, let’s come over to the board and show 
the place—indicate the place where the Fisher Body element is in- 
corporated in the total figure. 

Mr. Kunn. Of the General Motors’ proposal, of $56,985 for allied 
parts, $11,700 of those were for the other six affiliates and $45,274 for 
the Fisher supplies. 

We added those two and used the figure of $51,985 for the proposed 
forward pricing of the allied parts in material. 

Mr. Courrney. Let’s explain that more carefully. The $51,985 
used in the two columns of Mr. Kuhn’s presentation represent a de- 
duction of the difference between the $45,000 and the $40,000 figure 
on the forward fuselage supplied by the Fisher Body division of Gen- 
eral Motors. That deduction appears throughout this analysis. 

Now go ahead, Mr. Kuhn. 

Mr. Kony. Concerning outside purchased parts, the Air Force 
representatives audited priced bills of materials on those and found 
certain errors which reduced the Allied parts to $95,199, and there 
seemed to be little disagreement concerning that. So we used that 
fioure of $95,199. 

Inbound transportation: The Air Force negotiators felt that a fig- 
ure of $593 for inbound transportation was more realistic and there 
seemed to be little disagreement concerning that and we used that 
figure. 

Giving a total material cost of $147,777. 

Mr. Courrney. That figure remains constant in the two analyses 
made by the staff, as contrasted with a pricing proposal of $153,398 
for the same material. 

Now, let’s come to the item of direct labor. Note, Mr. Chairman, the 
green figures of $32,345 which represent the deduction made by Gen- 
eral Motors at the time of the prieing proposal and which differ from 
the typewritten figures on schedule 8. 

Mr. Kuny. On page 4, under paragraph 10, of the negotiators, is 
contained an explanation of the development of the direct labor-hours 
for this segment of the contract. I would like to read that, Mr. 
Chairman. 

Mr. Heéevert. Go ahead. 

Mr. Kuun (reading) : 

Direct labor-hours: Contractor originally proposed 17,250 direct labor-hours 
per unit for these 300 airplanes. 

And I might point out at this time that a wage factor of $2.02 per hour 
was used. 
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Mr. Courtney. That is apparently agreed upon by all parties con- 
cerned as a fair factor to use in determining the direct-labor burden. 
So that factor is used as one portion of this analysis. 

Mr. Kunn. Which would give the figure in their original proposal 
of $34,845. 

Mr. Courrney. On the basis of 17,250 hours. That is the equiv- 
alent, then—the multiplication of that comes out with the deduction 
of $31,345, representing General Motors’ proposals? 

Mr. Kunn. Yes. They subsequently reduced that, as you will re- 
call, to—their burden figure in the reduction of their overall figure, 
to $32,345. 

Mr. Courtney. In other words, the direct hours were reduced to 
something over, in the neighborhood of 16,000 hours? 

Mr. Kuun. 16,000 hours. 

Mr. Courtney. All right. 

Mr. Kuun (reading) : 


7 Om 


Contractor originally proposed 17,250 direct labor-hours per unit for these 
300 airplanes. In the supplemental data accompanying the proposal contractor 
furnished the usual chart showing “cumulative average hours per plane.” These 
300 units follow the first 299 units. The “cum curve,” reflecting 74 percent 
efficiency— 


Mr. Courtney. That is cumulative curve. 
Mr. Kuuwn (reading) : 


showed at first glance only a slight toeup. However, when average unit hours 
were plotted there appeared quite a different picture—the toeup showing 
decidedly. Also mathematical calculations employing the actual incurred hours 
confirmed the indication from the chart that contractor is forecasting 17,250 
(later revised to 16,000 hours) per unit was giving no recognition whatever to 
any efficiency on these last 300 airplanes. Actual average hours through the 
299th unit were obtained from contractor. Applying the revised proposed hours 
of 16,000 per unit showed a flat line from unit 3800 through 599 which is this 
segment of airplanes. Experience shows that such is not the case but instead, in 
situations where a plane is being discontinued, the efficiency continues to the 
last lot of planes and it is only at this point that the hours normally increase. 
Various independent calculations were conducted and each resulted in approxi- 
mately 13,050 hours per unit. This was based on contractor continuing from 
unit 299 on the same 74 percent experience curve with 500 hours per unit being 
added to the last 50 planes due to phasing out of the model. Experience in the 
industry shows that such occurrence is normal in a phase-out. Contractor took 
sharp issue with this approach and insisted 16,000 hours per unit were the 
very best attainable because 


And then he listed five reasons— 


(1) there were no follow-on aircraft of any type, (2) 6,000 employees would 
be laid off between now and August 1, 1955, with the biggest layoffs occurring 
before June 1, 1955, (3) employees, knowing no more work was available, would 
slow down to prolong their jobs, (4) other aircraft companies were already 
advertising in the Kansas City newspapers for experiences held and right now 
were proselyting among the better qualified workers, and (5) a possibility of a 
strike of the aircraft workers was not remote because the present union con 
tract expires May 29, 1955. Furthermore, contractor’s representatives said that 
in estimating the direct labor hours the experience between the 150th unit and 
the 300th should be used in preference to all of the first 300 units. This was 
believed more indicative by contractor. It was not possible to use exactly these 
150 units as details were not available for the 150th unit but the actual unit 
average at the 139th unit was known as well as certain other points to the 
300th airplane. Even using experience from the 139th unit through the 299th 
developed only a few more hours than 13,500 per unit. 





—_ 
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Mr. Courtney. Mr. Kuhn, the figure of 13,050 has been repro- 


curve, which Mr. Kuhn has referred to and which is referred to jn 
these notes, was attached to the pricing proposal. a 
Mr. Kunn. We used the figure 13,050 hours in eae direet | 


. rn . ‘ 7 * Ww 
duced on the board and has been identified with the letters “AF.” te 
Mr. Kunn. That is correct. In the balance of this, they indicate) 
that that was the figure that they used in developing their negotiated | 
price. ‘ 5 
Mr. Courtney. Mr. Chairman, I think the committee should also 
be advised—we won’t go into it in detail, but accumulative experience hi 


t 


labor cost and applied a $2.02 per hour factor and arrived at $26,361 
for direct labor in both our methods as compared with $32,345 of the 


& 


contractor’s, using 16,000 hours. ; 
For burden, you will notice that the contractor had direct labor | 

of $34,845 and burden of $72,167, indicating a burden rate of 209 per- 

cent of direct labor. . ¢ 

on method No. 1, we used that burden rate, of 209 percent of direct | r 

abor. . 


Mr. Courtney. In other words, you have applied the same factor, 
percentage factor which General Motors supplied. 


Mr. Kunn. That is correct. i 

ae ; bite ft 

Mr. Courtney. In its pricing proposal in determining the burden? ‘ 

Mr. Kuun. That is correct. 

Mr. Courrngy. Taking the same percentage and using the figures j 
on labor which you have here from the Air Force minutes, in the first 
column, your computation is $55,358. ' 

Now, will you explain the computation of $52,101 in the second q 
column ? q 

Mr. Kunwn. The actual experience in burden on planes 223 through q 
299 was 185 percent of direct labor. : 


Mr. Courrney. Now that figure and information is taken from 
Air Force minutes, correct ? 

Mr. Kvuun. That is taken from the GAO audit. Those are actual 
figures, though, that were available to the Air Force. I wanted to 
point out at that point we did vary from the Air Force minutes in 
arriving at that 185 percent factor. 7 

In addition to the 185 

Mr. Courtney. Let’s be clear about that. At the time the negotia- | 
tions were conducted there were information available on the last por- 
tion of the second segment of this production and that has been/ 
analyzed and examined in the General Accounting Office audit. 

Mr. Kunn. Yes. t 

Mr. Courtney. Which was presented to the subcommittee and/ 
showed a factor of 186 percent. The application of that percentage to 
the direct labor factor, using the same method, gives you $52,101 ? 

Mr. Kunn. Not quite, Mr. Courtney. 

Mr. Courtney. Go ahead. 

Mr. Kuun. In addition to the 185 percent direct labor factor, we 
added $1 million, or $3,333 per plane, to arrive at a burden of $52,101 
The $1 million—— 

Mr. Courrney. Explain where the $1 million comes from. 
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Mr. Kvun. In the phasing-out of this contract in the 300 units, there 
would be burden costs that would increase the direct labor percentage 
tosomething beyond the 185 that they had experienced up until the last 
50 planes. 

Mr. Courrnrey. Mr. Kuhn, from what source did you derive the 
figure of $1 million? 

Mr. Kuun. That figure was, I believe, a figure that General Motors 
had indicated as the phasing-out cost of this contract. 

Mr. Courrney. In other words, you acquired that figure in the course 
of this examination of data? 

Mr. Kunn. That is correct. 

So at best, the burden figure for the Government in No. 2 column 
would be $52,101. : 

Moving on to super burden: We applied the same ratios that Gen- 
eral Motors applied to direct labor, and arrived at $1,700 for overtime, 
$1,305 for night premium, and—while the Air Force minutes indicate 
that a 7.2 factor, direct labor factor was used in the cost-of-living 
premium, it developed that it actually was just 6.8, which we used, and 
arrived at $1,792. 

On the additional cost, we followed exactly the Air Force minutes 
and arrived at $993 for flight tests, $200 for GF AE, which is not in 
dispute, and had a total factor cost in method No. 1 of $245,486 and in 
method No. 2, $232,229. 

The Air Force minutes indicated that in the prior segments of this 
contract that GM had experienced a 1.5 G. and A. factor to total cost, 
which we applied in both instances. 

Taking off the factory cost adjustments, which are not in dispute, of 
$459, we had a total administrative and general of $3,024 in No. 2 and 
$3,073 in method No. 1, giving total costs in method No. 1 of $238,559 
and in method No. 2 $235,253. 

Applying an 8 percent profit factor to both of those, we arrived at 
$19,085 in method No. 1 and $18,820 in method No. 2, and a total sales 
price of $257,644 in No. 1, and $254,073 in No. 2. 

That left a difference between the negotiated price of $271,165, of 
$13,521 in method No. 1 and $17,092 in method No. 2, or a total for the 
300 planes of $4,056,300 in the method No. 1 and $5,127,600 in method 
No. 2. 

Mr. Courrney. Now, Mr. Kuhn—as the chairman has explained, 
not until these figures were reconstructed has it been indicated here, 
using the same factors available to both parties and used by both 
parties and experience data in percentage as demonstrated by General 
Motors. We then went to the General Accounting Office and 
asked them for the figures used in their final audit as applied to the 
300 planes under consideration. In other words, figures 1 and 2 to 
repeat for emphasis are a reconstruction, a reconstruction of the data 
available on March 23, 24, and 25, 1955. The figures which I have just 
placed on the board are the figures supplied by the General Accounting 
Office as a result of its audit, and they are used for comparison simply 
to prove the method employed by the staff. 

Now. Mr. Kuhn, will you continue? 

Mr. Kunwn. We will just run through these quickly to show the dif- 
ference in the postaudit and those figures that were arrived at from 
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notes made at the time of the negotiations. The actuals in material 
on allied were $52,021, compared to $51,985, or an underestimate of 
actuals in allied material of $36. 

On outside materials, they had actuals of $98,269 compared to 
$95,199, or an underestimate of $3,070. 

Inbound transportation was $738 compared to an estimate of $593 
or an underestimate in that case of $145. 

Direct labor: The actuals were $24,157, or an average hourly direct 
labor burden of approximately, a little over 12,000 hours per unit. 

_ Mr. Courtney. Now let’s be clear about that. The General Account- 
ing Office figures, postaudit, show a labor factor per unit of 12,000 
hours ? 

Mr. Kuun. Somewhat under 12,000 hours. 

Mr. Courtney. A little under 12,000 hours, as against 13,050 hours, 
which are referred to in the Air Force minutes and the 16,000 hours | 
proposed by General Motors. ) 

Mr. Kuuw. Leaving an overestimate in that particular case of 
$2,204. 

The burden: The actual per unit burden was $48,027, compared to 
an estimate in one case of $55,358, or in the second case of $52,101, 
an overestimate of $7,331. 

Overtime: The actual overtime was $2,387 per unit, compared to 
the estimate of $1,700, or an underestimate of $687 per unit. 

The night premium actuals were $1,267, compared to $1,304, or an 
overestimate of $38. 

The cost-of-living actual was $1,548, compared to $1,792, or an 
overestimate of $244. 

The flight tests: Actual was $894, compared to $983, or an over- 
estimate of $99. 

The GFAE was $38, compared to an estimate of $200, an overesti- 
mate of $126. Making a subtotal on total factory, overestimate, of 
$6,140. 

The G and A actual was $1,856, compared to the estimate of $3,483, 
or an over of $1.676. 

The factory cost adjustment: Actual was $203, compared to a credit 
of $459, or an overestimate of $256. 

Giving a total cost overestimated at $7,038. 

And the actual total cost as audited by General Accounting Office, 
after the contract, was $231,521. 

Then 

Mr. Courtney. That comparison, Mr. Chairman, is made with the | 
two figures that were worked out independently by the staff, of 
$238,000, in one instance, and $235,000 in the other, and the submitted | 


’ 
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cost by General Motors of $273,100. ) 
Mr. Kunn. We applied an 8 percent profit factor to that and arrived 3 
at $18,521, or a total sales price of $250,042. ' 
Mr. Courtney. That is, the General Accounting Office did. | 
Mr. Kuun. Well, for the theoretical purpose of determining a profit 
here and arriving at a unit sales price, applied that 8 percent factor, 
and arrived at $250,042, compared to (2) the actual sales price of | 
$275,298 per unit. And we should point out that there is $1,240,500 
added to the sales price through engineering changes, which increased 
the negotiated price from $271,165 to $275,298, or a difference of : 
$25,256. 
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Mr. Hévert. Does that conclude it ? ‘ 

Mr. Kuun. That concludes it, except for any questions you might 
have. 

Mr. Hézerr. No. I just want to get this. In other words, multiply- 
ing the overprice per unit at the time of the negotiation, multiplying 
that by 300 of the projected planes, the total amount over and above 
the actual cost of the plane plus the 8 percent. agreed upon was 

7,576,800 ? 

Mr. Kunn. That is correct, Mr. Chairman. 

Mr. Hézerr. Now, what happened, then, when the Air Force and 
the contractor did not come into an agreement on the price? What 
took place ? 

Mr. Kunn. Well, I only can make some assumptions from their 
notes or read you portions of the minutes to indicate; that is, to give 
some indication of what did happen, Mr. Chairman, and with particu- 
lar reference to the three big items—material, labor, and burden. 

Mr. Heésert. Yes. 

Mr. Kuun. I will read you excerpts 

Mr. Héserr. I don’t think that will be necessary. The minutes 
speak for themselves. What I want to know is this: Did the Air Force 
recede to the position of General Motors, in the figure finally agreed 
upon by the Air Force negotiators and the General Motors repre- 
sentatives? It is obvious. The question answers itself. I want you 
to tell me. 

Mr. Courtney. Mr. Chairman. 

Mr. Héperr. Yes. 

Mr. Courtney. I would like to offer for the record a memorandum 
which Mr. Kuhn has prepared of excerpts from the three—explana- 
tions of the three principal items as to the position which the negotia- 
tors indicated they took or failed to take. I think that answers your 
question. 

Mr. Hésert. Without objection, that will be put in the record. 

(The memorandum referred to is as follows:) 





MEMORANDUM 


The reasons for receding from known factual figures in each of the itemized 
cost categories is not set out as such. However, on page 4, paragraph 1, in 
referring to material costs, in the middle of that paragraph the negotiators 
minutes state, and I quote: 

“It was pointed out to contractor’s representatives that as of this time, most 
of Fisher’s costs were known and it appeared reasonable to compare the 45,274 
per unit quotation against the actuals recorded in November, December 1954, and 
the first 2 months of 1955. This, contractor frankly refused to do.” 

And further in referring to direct labor hours, the negotiator’s minutes state, 
and I quote: ‘Contractor took sharp issue with this approach and insisted 16,000 
hours per unit were the very best obtainable because”—and then elicited 5 
reasons why. 

And further in reference to burden on page 6, first paragraph, two-thirds of the 
way down, the negotiator’s minutes state, and I quote: “By this method, it was 
believed that $66,500 per unit was a reasonable expectation. Contractor vigor- 
ously resisted this assumption, claiming it was too low.” 


Mr. Hézerr. Let me try to answer my own question, so then we will 
get it right. 

In other words, the Air Force claimed one figure was a fair and 
reasonable price and General Motors claimed another figure was a fair 
and reasonable price. So they were at an impasse. 
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Now, the Air Force capitulated and gave to General Motors the price 


which they insisted upon; is that correct ? ( 

Mr. Kunn. Obviously, from the final negotiated price. But I was | 
trying to stick to the minutes and not draw any conclusions, Mr. 
Chairman. 


Mr. Heésert. All right. 
Then the Air Force was in a position of “take it or leave it,” is that 
correct, on the position taken by General Motors? 


Mr. Kunn. From the emphatic way that it was presented as the | 
contractor’s position in the Air Force minutes, I would say “yes.’ . i 

Mr. Héenerr. All right. That is what we want to know. ; | 

Now, did the Air Force have any further recourse, other than that | 
presented at the negotiating table? Could they have done some- | , 
thing else ? . 

Mr. Kuun. They could, Mr. Chairman. 

Mr. Hépert. What could they have done? 

Mr. Kunn. Under the disputes clause of the contract, the contract- | 


ing officer could make a determination as to the facts—and these are 
questions of facts—concerning the contract; reduce that to writing 
and submit it to the contractor. If the contractor takes issue with that 
finding, he has recourse before the Armed Services Board of Contract ) 
Appeals. And beyond that, the aggrieved party can go to the Court | 
of Claims. 

So that is their recourse, other than taking or leaving it. 

Mr. Héserr. Therefore, the Air Force did not exhaust its complete : 
remedy to get the figure that it insisted or presented as being the fair | 
and reasonable price? In other words, they didn’t take it? | 

Mr. Kunn. No, they didn’t. 

Mr. Hever. That is all I wanted to know. 

Mr. Kvun. If they were just as adamant about those three items, | 
they could have used the disputes clause of the contract. 

Mr. Héserr. So, in effect, the Air Force, at that stage, when they 
still had another chance to save the Government money, walked away 
and left in excess of $7 million on the table for General Motors to 
pick up? 

Mr. Kuun. I would say “yes,” based—— 

Mr. Hévert. And General Motors did pick it up; isn’t that correct? 

Mr. Kunn. That is correct. 

Mr. Héserr. That isall. 

Mr. Gavin. Naturally they would, in view of the fact that the Air 
Force had acceded to their submitted contract. General Motors sub- 
mits their case and presents their bill. The Air Force doesn’t dispute 
it. So I presume that General Motors would feel that it was a satis- 
factory settlement. 

The responsibility, from what I hear of this testimony, is on the Air 
Force. They did not pursue the matter and get a satisfactory settle- 
ment after the General Accounting Office presented the figures to 
them showing the differentials. 

Mr. Héserr. That is exactly what I said. 

Mr. Courtney. Mr. Chairman. 
Mr. Hépert. Mr. Courtney. 
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Mr. Courtney. I think it would be pertinent at this-point in,the rec- 
ord for review that the contents of this memorandum be read in as a 
part of Mr. Kuhn’s answer. 

Mr. Hésert. Read it in. 

Mr. Courtney (reading) : 

The reasons for receding from known factual figures in each of the itemized cost 
categories is not set out as Such. However, on page 4, paragraph 1— 
that refers to the minutes of the negotiators— 


in referring to material costs, in the middle of that paragraph the negotiators 
minutes state, and I quote: 

“It was pointed out to contractor’s representatives that as of this time, most 
of Fisher’s costs were known and it appeared reasonable to compare the 45,274 
per unit quotation against the actuals recorded in November, December 1954, 
and the first 2 months of 1955. This contractor frankly refused to do.” 

And further in referring to direct labor hours, the negotiator’s minutes state, 
and I quote: “Contractor took sharp issue with this approach and insisted 16,000 
hours per unit were the very best obtainable because’”— 
then the five reasons have been given to you previously. 

And further in reference to burden, on page 6 o the negotiator’s 
minutes, the minutes state: 

By this method, it was believed that $66,500 per unit was a reasonable expecta- 
tion. Contractor vigorously resisted this assumption, claiming it was too low. 

Mr. Héserr. Mr. Hardy. 

Mr. Harpy. Mr. Chairman, there are 2 or 3 questions I would like 
to clear up following or right along this line of questioning. The 
final arrived at price “of $271,165 is given as a flat figure. Do we have 
any breakdown indicating the specific items where adjustments were 
made in arriving at that figure ? 

Mr. Kuny. Iam sorry, , Mr. Hardy, would you mind repeating the 
question ? 

Mr. Harpy. Well, you started out with two figures here, each of 
which is a composite made up of individual items. One was General 
Motors’ proposal and the other was the Air Force’s computation. 

Then you come up with a third figure which was the agreed-on 
price. 

Now, is there any composite computation of the items that made up 
that figure ? 

Mr. Kunn. No, there isn’t, Mr. Hardy. However, in the minutes 
they indicate what they were going to use for each particular cost 
item. 

Mr. Harpy. I have read the minutes pretty carefully, and I have 
observed that. And I have observed that the labor figure which they 
state they are going to use—the hours is 13,050, as I recall it now. 

Now, there are essentially two specifics in this computation that 

make up most of this variation between the arrived-at figure and the 
computed figure which you have drawn up. One of them is the ma- 
terial cost which i is embodied in this $5,000 difference on efficient cost 
and the other is in the direct labor. . 

Now, if you settle on the direct labor figure, then your burden is 
adjusted as a percentage of that. So the factor that is determining 
in that case is your direct labor calculation; isn’t that right? 

Mr. Kuun. I would assume so. 
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Mr. Harpy. You would assume so? Let’s not assume, because you 
certainly computed the thing based on what the negotiators said they 
were going to do. 

Mr. Kuxn. Mr. Hardy, when I say I would assume so, I would 
assume that that is what the Air Force negotiators would do. But 
they didn’t do that according to the minutes. They used $66,500 as the 
burden, which gives a rate considerably higher than 209 percent of 
direct labor. 

Mr. Harpy. Where is the $66,000 ? 

Mr. Kuun. In the minutes. 

Mr. Courtney. We have just read that. 

Mr. Harpy. What pageisthat? Is that direct labor? 

Mr. Courtney. That is on page 6, in the first paragraph, halfway 
down. 

Mr. Harpy. But there at the bottom of that paragraph they said: 


In view of this firm conviction concerning the direct labor hours, a unit aver- 
age of 13,050 was applied in developing the Government’s concept of a fair price. 
The price finally negotiated—in the price finally negotiated there are 13,050 
hours per unit. 





That is what the thing says. 

Mr. Courtney. That is what it says concerning direct labor, but on 
page 6, the bottom the first paragraph, it says: 

Accordingly, price negotiation took into consideration burden at $66,500 per 
unit. This acceptable burden excluded those costs normally unallowable on 


Government contracts, such as interest, bonus, corporate financing expenses, con- 
tributions, consumer influence, and so forth. 


Mr. Harpy. Did you determine whether that represents a percentage 
of the direct labor which was established ? 

Mr. Courtney. No; it doesn’t. That figure was arrived at by using 
actual manufacturing burden in the first quarter of 1955, at $2.4 mil- 
lion per month, and adding on the burden that was included in inven- 
tory of $1.5 million, running that out to the end of the contract—— 

Mr. Harpy. So the agreed figure, then, did not represent a percent- 
age of the direct labor ? 

Mr. Courtney. No; in the Air Force calculations it did not. 

Mr. Harpy. But in the computation prepared by both General Mo- 
tors and the Air Force, it had been based on a percentage of direct 
labor; is that right ? 

Mr. Courtney. I would rather confine it to the computation pre- 
pared by General Motors. 

Mr. Harpy. Well, they stated that that was based on 209 percent. 

Mr. Courtney. Right. 

Mr. Harpy. Now, basing your burden, which is the biggest single 
item, other than total material, on direct labor, puts a tremendous im- 
portance on arriving at a reasonable figure for direct labor. 

Mr. Courtney. That is correct. 

Mr. Harpy. And General Motors had proposed, as I understand 
this, 17,250 hours originally ? 

Mr. Courtney. That is correct. 

Mr. Harpy. Is there anything to indicate—wait a minute; 17,250 
hours is what they propose. What was—— 

Mr. Courtney. Reduced to 16,000 prior to negotiations. 

Mr. Harpy. All right. We will get back to that. 
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Mr. Courtney. All right. 

Mr. Harpy. But what was the final amount actually employed? 

Mr. Courtney. That is 34,000: 

Mr. Harpy. I am not talking about that. I want to know how much 
they actually used. 

Mr. Courtney. Oh. They actually used, according to the General 
Accounting Office 

Mr. Kunn. No. Approximately 12,000 hours. 

Mr. Harpy. Now we are getting somewhere. Approximately 12,000 
hours against an estimate of 17,250 by the man that was making them. 
So he is more than 50 percent off. 

Mr. Kunn. I think, in fairness, you will have to use—— 

Mr. Harpy. I am going to come down to that next. ButI am talking 
about the original proposition. 

Mr. Kunn. That is right. 

Mr. Harpy. Then there was an adjusted proposal down to 16,000 
hours, which was based on—doesn’t it give some reason for that? 

Mr. Kunn. Accelerated delivery schedule. 

Mr. Harpy. The accelerated delivery schedule, then, justified a re- 
duction by General Motors down to 16,000 hours, which produced your 
figure of $32,345. 

Is there anything to indicate what the General Motors experience 
was actually on the latter part of the 299 planes that have been com- 
pleted ¢ 

Mr. Kcuuwn. You are talking about direct 

Mr. Harpy. I am talking about the actual experience at the time 
this negotiation was taking place. What was the actual per-hour rate 
on the planes that were then coming off the line? 

Mr. Kcun. That is what I read just before. 

Mr. Harpy. I don’t think you read that. You talked about a curve. 
But I want to know whether or not we have any figure that gives us 
the actual per-hour rate that was being experienced at the time of the 
price redetermination. 

Mr. Kunn. That is right; 13,050 hours. It is contained in the nego- 
tiators’ minutes. 

Mr. Harpy. That is the actual rate that was the current experience 
of General Motors at the time of the negotiation ? 

Mr. Kunn. No. 

Mr. Harpy. That is the question I am trying to find out. Do we 
know ¢ 

Mr. Kunwn. At the time of the negotiations—and I will read from 
the minutes. That is on page 5, in the first paragraph, two-thirds of 
the way down. 














Even using experience from the 139-plane unit through the 299 developed 
only a few more hours than the 13,050 hours per unit. This was on a 75-percent 
curve. 

Mr. Harpy. Well, let’s stop talking about curves because it is pretty 
hard for me to follow. 

Mr. Kunn. On the 139-plane through the 299, they developed only 
a few more hours above the 13,050 hours. 

Mr. Harpy. Then General Motors negotiators must have had those 
figures at the time they submitted their price? 

Mr. Kunn. Obviously. 
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Mr. Harpy. So are you sitting there telling this committee that 
General Motors submitted a proposal for. 16,000 hours—first, 17,500 
hours, reduced to 16,000 hours—when their current experience was 
13,050? 

Mr. Kuun. Yes, that is right. But they elicited five reasons why 
they thought that it would possibly go up to—— 

Mr. Harpy. I recall the hve reasons. 

Mr. Gavin. Would the gentleman yield at this particular point? 

Mr. Harpy. Let me finish. 

Mr. Gavin. Just on that question. 

Mr. Harpy. Let’s don’t go far afield. 

Mr. Gavin. I won’t. What I would like to know—General Mo- 
tors comes up with 17,250 hours. The actual facts are that it took 
13,050. Now, evidently they negotiated with the Air Force in there. 
What I would like to know: Did the Air Force accept from General 
Motors the basis for the contract of 16,000 hours? 

Mr. Kunn. I can only refer again to the minutes. 

Mr. Gavin. Wait a minute. I don’t want any reference. I want 
to ask 

Mr. Harpy. You are going to make me lose my line of thinking. 
If we can get an answer, why, all right. 

Mr. Héperr. Mr. Hardy. 

Mr. Kuun. All right. The answer to your question, Mr. Hardy, 
is yes, those were the actual hours at the time of negotiation. How- 
ever, they indicated that the hours, the average hours per plane, was 
going to increase in this third segment. 

Mr. Harpy. All right. Try to clear up the point Mr. Gavin raised 
there, so we will understand it. 

Mr. Kuun. Mr. Gavin 

Mr. Harpy. The Air Force contended at the time that the proper 
figure was 13,050, as opposed to the original figure of 17,250, and the 
reduced figure of 16,000, which General Motors proposed ? 

Mr. Kuun. That is right. 

Mr. Harpy. That, I think, is the answer to Mr. Gavin’s question. 
That was the basis on which 

Mr. Gavin. The question I asked, Mr. Hardy: Did the Air Force 
accept, after they discussed the matter with General Motors, the 16,000 
hours as the basis ? 

Mr. Kuun. I would say from their minutes, no, they didn’t, but 
they added it on in burden. They added that difference on in burden. 

Mr. Harpy. Let’s get back now. So General Motors, then, accord- 
ing to the minutes we are working on here, submitted a proposal of 
16,000 hours, against an actual current experience of approximately 
13,050 hours, and justified that on 5 factors of decreasing efficiency 
which they projected into the future ? 

Mr. Kunn. That is correct. 

Mr. Harpy. And in the ultimate, actually, their efficiency increased, 
rather than decreased. So that by comparison, comparing their actual 
experience on these last 300 planes with their estimate at the time of 
their negotiations, they were 25 percent in error, or 3314 percent, if 
you base it on the actual, because it is from 12,000 to 16,000? 

Mr. Kuun. Yes. 
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Mr. Harpy. Which, in this case, represent overestimate of cost of 
% percent of $32,000, which is $8,000 per plane on direct labor alone. 

Now, when you apply that—in order to relate it to burden—you 
would have to multiply it by two more, which would give you a 
tremendous increase just in that one single factor ? 

Mr. Kunn. That is right, Mr. Hardy. 

Mr. Harpy. Increase in cost. It is hard to try to justify any such 
error as that on the part of people that are doing this kind of business 
all the time. I would certainly dislike to impute deliberate padding 
of the figures to General Motors. 

Now let’s take a look at this fuselage proposition. You had a figure 
submitted of $45,274, which General Motors said was a proper estimate 
of what those were going to cost them to secure them from Fisher; 
is that right ? 

Mr. Kuun. That is correct. 

Mr. Harpy. At the time of the negotiations, how many of the 300 
fuselages that were to be required for the rest of this contract had 
already been delivered ? 

Mr. Kunn. All of them. 

Mr. Harpy. So at the time that General Motors negotiators sat 
down with the Air Force on this proposition, every single fuselage 
which would be required had been delivered ? 

Mr. Kunn. That is correct. 

Mr. Harpy. Do I understand from the minutes—I am not sure 
whether I understand what. it means—that when General Motors, in 
offsetting the Air Force estimate as to what the fuselages should cost, 
produced an itemization—was that an actual bill from Fisher to 
BOP? Isthat what you understand it to be? 

Mr. Kuun. I would assume so. The minutes indicate, and I quote: 

To support his position, contractor then produced a priced bill of material and 
other Fisher costs which, upon further examination, supported only $40,274 
per unit. 

Mr. Harpy. Then the committee can understand that when the Gen- 
eral Motors’ negotiators sat down to negotiate with the Air Force on 
this particular item, they estimated a cost of the fuselage at $45,274 
when they had a final billing showing an actual cost of $40,274, which 
was a net padding of $5,000 per unit ¢ 

Mr. Kuun. It has to follow. 

Mr. Harpy. Well, it must follow, then, likewise, that it is impos- 
sible to submit a honest estimate of something that is higher than your 
actual cost figures which you already know; is that correct ? 

Mr. Kunn. That has to follow, too, Mr. Hardy. 

Mr. Harpy. And on 300 planes, that amounts to $1% million that 
was stated in excess and given as an estimate. Do the records also 
show that initially General Motors declined to submit any evidence to 
justify that price ? 

Mr. Kunn. Well, piecing together from the minutes, the Air Force 
auditors apparently audited GM’s books on the 228 segment through 
October 31, 1954, and in doing so they did get some indication of cost 
of Fisher in November and December. 

Mr. Harpy. Yes, but I am talking about the negotiators who sat 
down with the Air Force to negotiate this price cut. Did they give 
anything to support the $45,274 estimate ? 
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Mr. Kuun. Yes, only when it became an issue. 

Mr. Harpy. Didn’t they actually refuse to let the Air Force see any 
of the factors that added up to that $45,000 initially ? 

Mr. Kunn. Well, Fisher Body, as I just pointed out, refused to per- 
mit them to consider costs beyond October 31, 1954. Now, that is 
contained in the minutes. 

Now, when they were sitting down at the negotiation table, I don’t 
know whether they only produced a final price bill of material, but 
the notes indicate— 


To support his position, the contractor then produced a priced bill of material~— 
which would give a breakdown of their costs. 

Mr. Harpy. Well, what do we understand is meant by a statement 
in the latter part of that paragraph in the minutes—whether you had 
any discussion with anybody about this—and I quote: 


Attention was called by contractor’s representatives to the price of $84,479 
per forward fuselage charged by Republic Aviation Corp. 


Does that mean, or do you understand that to mean that General 
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Motors tried to justify adding $5,000 to their actual cost because they | 


had had to pay Republic $84,000 for the same item ? 

Mr. Kunn. Well, if I were to analyze this paragraph of the minutes, 
I would say that they were in disagreement as to a negotiated cost for 
the allied material, and when the Air Force was actually below in their 
estimate, the priced bill of material then, and only then, did GM 
produce a priced bill of material to substantiate at least 40,000 of the 
45,000, and then after that, when the Air Force said “Well, let’s use 
that figure”; GM said, “No; let’s use $45,000, since we paid $84,479 
from Republic.” 

Mr. Harpy. How can you be in disagreement on a forward esti- 
mate when every single item has been delivered and you have a final 
bill? 

Mr. Kun. I don’t know, Mr. Hardy. 

Mr. Courtney. You don’t think you can. 

Mr. Rivers. Mr. Chairman 

Mr. Hésert. Wait a minute. 

Mr. Harpy. Mr. Chairman, as far as I am concerned, these two 
factors are the important factors in here. The facts that have been 
thus far developed look like there was deliberate padding on the 
part of some of General Motors personnel. I hope that subsequently 
there will be some reasonable explanation. Because it certainly 
doesn’t speak well for this type of proposition. 

Mr. Gavin. Mr. Chairman. 

Mr. Héperr. Mr. Gavin. 


—— 


atts 


Mr. Gavin. Has final settlement been made with General Motors? | 


They are all paid ? 

Mr. Courtney. The answer to that is “Yes.” General Accounting 
Office so reports. 

Mr. Gavin. Now, did the Air Force have access to the audit of the 
General Motors? Was the audit made after the negotiations had 
been completed ? 

Mr. Courtney. Well, the General Accounting Office audit was made 
after the completion of these negotiations. It was made sometime in 
1956. 
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Mr. Kunn. Yes. 

Mr. Gavin. When? 

Mr. Courtney. In 1956. 

Mr. Gavin. The question I am asking: Did the Air Force have ac- 
cess or did the General Accounting present to the Air Force their 
final accounting on this contract, so that the Air Force recognizing the 
differential that existed would protest to General Motors on the final 
settlement ? 

Mr. Kuun. Yes; they did. And that 

Mr. Gavin. You say they did? 

Mr. Kuun. Well, Mr. Powers testified from the General Account- 
ing Office to that effect on the 22d of July, here before this committee, 
Mr. Gavin. 

Mr. Gavin. Well, the question I want to know: With Air Force 
having these figures available from the General Accounting Office 

Mr. Héserr. No. May I clear that up, Mr. Gavin? The confusion 
that arises here is this, that the Air Force and the General Motors came 
into agreement, by whatever method you want to accept—they did 
come into agreement on this final price. 

Mr. Gavin. Yes. 

Mr. Héserr. Which was actually paid to General Motors. 

GAO figures were not produced or available until they made their 
report to this committee several weeks ago. 

Mr. Kunn. On a postaudit. 

Mr. Heserr. On a postaudit. 

In other words, the actual figures were never known to the Air 
Force until a few weeks ago when the General Accounting Office made 
their postaudit. So they were never available to the Air Force to 
go back to reclaim. 

The status of the contract now: It is a finalized contract; General 
Motors has been paid. The only recourse which the Government has 
at this time to recover, as testified by the General Accounting Office, 
is perhaps the legality in either segment of $1,700,000 w hich we are 
not concerned with today. But on this partic ular third segment, there 
is no recourse to the Government at all at this time. Is that a correct 
statement? Except in renegotiation. 

Mr. Bares. Will you yield ? 

Mr. Gavin. Yes; I will yield. 

Mr. Courtney. May I clear this up 

Mr. Bares. On that point, this is still subject to renegotiation ? 

Mr. Héperr. Not as an individual contract. When General Motors 
is renegotiated, they shall be renegotiated on the top level, on all con- 
tracts, with the Government, as I understand it. 

Mr. Bares. As we understand, but I am sure. 

Mr. Heserr. I am sure, too. 

So, in other words, General Motors is in this position. By the 
overpricing here—and keep in mind the overall picture—other con- 
tracts they. can cut under, because there is enough profit here to over- 
come a future contract. So when the renegotiation board goes in, as I 
understand it—they renegotiate on the overall and there would be 
offsets, one against the other. You get that? 

Mr. Gavin. Mr. Courtney—— 
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Mr. Courtney. Mr. Chairman, I think I can answer Mr. Gavin’s 
question from a letter of General Motors dated June 18, 1957, directed 
to the Comptroller General of the United States. It is appendix C, 
exhibit C of the General Accounting Office’s presentation and a part 
of this record. Specifically answering your question, I quote: 

Proper emphasis must be placed on the fact that the above contract was a fixed- 
price contract containing a price-redetermination provision. Mandatory repric. 
ing points were established at the delivery of the Tist and the 299th plane. In 
addition, either party had the right to make a further demand at intervals of 
not less than 90 days after the effective date of any prior demand. The absence 
of a demand by either party under this re-pricing is indicative of the competitive 
reasonableness of the prices negotiated. The after-the-fact criticism of these 
negotiations in your report— 
referring to the General Accounting Office— 


overlooks the fixed-price aspect of this contract. The parties discussed cost 
elements but directed the negotiations toward a contract price. Unless the 
proposed report departs from this strict cost approach, it will not reflect the 
manner in which the price-redetermination provisions of the contract were given 
effect. 

Mr. Gavin. Now, the question is, Did the Air Force make demands 
upon the General Motors for reconsideration ? 

Mr. Courtney. General Motors says no. 

Mr. Gavin. General Motors says no. All right. Then the respon- 
sibility thus far, I would say, rests on the Air Force because of their 
failure to recognize the situation and make such a demand as incor- 
porated in the statement that you have read here to us now. 

Now the question—I quite agree with Mr. Hardy—tresolves itself 
around the fuselage and the hours. 

Now, the question I would like to know is why do you, who care- 
fully followed this entire matter, think that the Air Force—General 
Motors came up with 17,250 hours and they had some knowledge that 
it was around 13,050 hours. Why did the Air Force accept the 16,000- 
hour allocation as made by General Motors? The Air Force was 
aware of the differential; is that not right? 

Mr. Kunyn. Mr. Gavin, they were negotiating an overall price. 
Now, from the minutes, the Air Force indicates that they used a fac- 
tor of 13,050 hours in arriving at their negotiated price. 

Mr. Gavin. Right. 

Mr. Kcunn. Now, the things that don’t fall into place are the burden, 
the superburden, and the G. & A. from those hours. We don’t know 
what they used. but their report says they used 13,050 hours. 

Mr. Gavin. Well, was the Air Force aware of that fact, that they 
used 13,050 hours? Then why would they make a settlement with 
General Motors until they effected a settlement that was fair and 
equitable, rather than if they had knowledge that was 13,050 hours, 
why would they take the General Motors 16,000-hour figure ? 

Mr. Heéperr. Mr. Gavin, may I interpose there and suggest this. 
The questions you are asking the staff are questions which the Air 
Force properly should be called upon to answer. And the Air Force 
will appear. 

Mr. Gavin. Well, that will give them an opportunity to know what 
we are driving at. 

Mr. Héperr. That is correct. 
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Mr. Gavin. The Air Force is here today. So they can come up with 
the answers. 

Mr. Hésert. That is correct. 

Mr. Gavin. I can’t understand, in this whole matter, when these 
differentials on fuselage and hours were so apparent, that anybody 
would accept a settlement with General Motors when they didn’t think 
it was a fair and equitable settlement in the Government’s interest. 
That is the whole question. 

Mr. Héperr. Yes. 

Mr. Harpy. Would the gentleman yield right there? 

Mr. Gavin. I will be glad to. 

Mr. Harpy. I think that is a very pertinent point. I think you have 
two points here that are particularly important. That is one, why 
the Air Force yielded. 

Mr. Gavin. That is correct. 

Mr. Harpy. And the second one, which I think also is important: 
Why any company, particularly one with the reputation of General 
Motors, if in fact they did do so, would deliberately come in with 
padded estimates. 

Now, that is the second question. 

Mr. Mixxer. In other words—if the gentleman will yield—two 
wrongs don’t make a right in this particular ease. 

Mr. Rivers. Mr, Chairman. 

Mr. Héserr. Mr. Rivers. 

Mr. Rivers. I think about every avenue has been explored. Mr. 
Hardy has covered the thing very fully. Of course, Mr. Gavin has 
made his usual good contribution. 

But the thing that confuses me: Were all the figures—I am talking 
about all of the figures. Were all the figures in the possession of the 
Air Force until the General Accounting Office assisted you by what- 
ever avenue you pursued to get these figures to arrive at these actual— 
figure No. 1, figure No. 2, and all these computations you have on the 
board before us? Did the Air Force have equal access to the source 
whence you got your figures ? 

Mr. Courrney. Well, Mr. Rivers, I will answer that question by say- 
ing that columns 1 and 2 were reconstructed on information taken 
from the minutes of the Air Force. 

Mr. Rivers. Plus what else? 

Mr. Courtney. Plus nothing else. 

Mr. Rivers. Plus nothing. When did you get the information which 
was provided you by the General Accounting Office ? 

Mr. Courrney. After these columns 1 and 2 were reconstructed. 

Mr. Rivers. Had you ever had any conversation or cooperation from 
the General Motors Corp. ? 

Mr. Courtney. None was asked. 

Mr. Rivers. None was asked 4 

Mr. Courtney. At this point. 

Mr. Rivers. And none was offered ¢ 

Mr. Courrney. None was volunteered. 

Mr. Rivers. Have they ever rendered any information on this 
subject ? 

Mr. Courtney. On the subject of this contract ¢ 
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Mr. Rivers. Yes. 

Mr. Courtney. Yes, sir. 

Mr. Rivers. What wasit? To whom wasthat given? 

Mr. Courtney. This committee had this contract. 

Mr. Rivers. On your outline that you sent out ? 

Mr. Courrney. I will answer the question very direct] This con- 
tract has been looked at for some little time. It has not a. brought 
to the attention of the committee, subcommittee, in full hearing, ‘2 
though now the knowledge of it is certainly within the knowledge of 
every member here present, until all of the facts, the ultimate facts 
were fully developed. And if you will remember in the response, the 
telegram in response to the committee’s invitation to appear—— 

Mr. Rivers. That was at a later date? 

Mr. Courtney. No; it isn’t a later date. 

Mr. Hépert. No. 

Mr. Courtney. The committee was reminded that it did have in- 
formation. Now, the information which the committee had was sub- 
mitted in response to a questionnaire. And I should like to offer that 
in evidence, Mr. Chairman. 

Mr. Héserr. When was that questionnaire ? 

Mr. Rivers. Get that. 

Mr. Courrnry. That question was answered in 1955. 

Mr. Rivers. 1955. 

Mr. Courtney. Submitted in 1956. 

Mr. Rivers. All right. How long was that? How much time 
lapsed between the time of that thing being submitted to General 
Motors and its ultimate 

Mr. Courtney. Submitted by General Motors. 

Mr. Rivers. Asa result of your inquiry ¢ 

Mr. Courtney. That is right. 

Mr. Rivers. How long did it take them to respond to your inquiry! 

Mr. Courtney. I haven’t the actual dates, but there were no prob- 
lem on the date fixed. We were not asked for any extension. My 
personal recollection is that it was something like 60 days, in the 
neighborhood of 60 days. 

Mr. Hiner. M: ay L ask a question there, Mr. Courtney, to try to 
help to answer the question of Mr. Rivers? You obtained this in- 
formation on this contract during the subcommittee’s exploration 
and investigation of the airframe industry last year ? 

Mr. Courtney. That is correct. 

Mr. Heéverr. And General Motors submitted this information ? 

Mr. Courtney. That is correct. 

Mr. Heserr. And that is the information to which they have re- 
peatedly referred, that the committee had this all the time, in effect! 

Mr. Courtney. That is right. 

Mr. Heéserr. All right. W hy, then, Mr. Courtney, did you not 
bring it at that time to the attention of the subcommittee during the 
investigation of the entire airframe industry ? 
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Mr. Courtney. The answer is that the answers received by the sub- 
committee merited further investigation. 

Mr. Héserr. Well, what caused you to be concerned—lI won’t say 
suspicious, but concerned. What made you hold that one out and 
finally the GAO went in to audit? 

Mr. Courtney. Well, Mr. Chairman, the answer to that is this: 
The answer to Question 18 which was propounded by the subcom- 
mittee was that the total sales price after taxes bore a rate of return 
of 5.4 percent. 

Now, the highest experience return of any of the major airframe 
producers in that period was—let me have those figures, please. It 
was an average of 3.68 percent. 

One of the | largest manufacturers, whose questionnaire and answers 
were under consideration at the time, showed and complained about a 
return on sales of only 2.14 percent. 

Mr. Bates. That is after taxes. 

Mr. Courtney. After taxes. All figures that I am reciting are after 
taxes. 

Now, then, the answer to the other question on percentage of profit 
to sales showed a return of 11.3 percent. That was manifestly and ob- 
viously plainly higher than anything in the whole of the industry. 

Mr. Gavin. Was that after taxes? 

Mr. Bates. No. 

Mr. Courtney. No, sir; that v ras before taxes. 

Mr. Harpy. What was that figure again ? 

Mr. Courtney. 11.3 percent. 

Mr. Rivers. That is before taxes? 

Mr. Courtney. Yes, sir. 

Mr. Bares. Yes. 

Mr. Rivers. Now—— 

Mr. Gavin. Can you give us the figure after taxes on that ? 

Mr. Courrney. 5.4. 

Mr. Gavin. 5.4; and 2.14 was the average; is that right ? 

Mr. Courrney. No, sir, 3.68 was the average of all manufacturers. 

Mr. Gavrx. And what was this contract after taxes? 

Mr. Courtney. This is 5.4.. I am sorry, J misread my notes here. 
Excuse me. The highest earnings, if the committee will remember— 
I want to make this clear. The highest earnings of any of the major 
manufacturers who reported into this committee was the Grumman Co. 
and their average for 1952 and through 1955 was 3.68. 1 pointed out 
that the largest manufacturer had a return of 2.14. 

Mr. Heésert. Who was that ? 

Mr. Courtney. Douglas. 

Mr. Rivers. What caused you to be suspicious of the figure on this 
item with General Motors ? 

Mr. Courtney. Well, the figures themselves were the most eloquent 
testimony on that score. 

Mr. Rivers. Then you went into the figures along with the General 
Accounting Office—follow me and correct me where Tam wrong now— 
along with ‘the General Acc ounting Office. 
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Mr. Courrney. No, sir. The General Accouuting Office audit was 
made independently of the figures in the hands of this subcommittee, 
Mr. Rivers. All right. Your figures were a separate set of figures, 

Mr. Courtney. My figures were the General Motors’ figures. 

Mr. Rivers. Where did you get those from ? 

Mr. Courrngey. From General Motors. 

Mr. Rivers. What did you get from the Air Force? 

Mr. Courtney. Nothing. 

Mr. Rivers. Nothing from the Air Force? 

Mr. Courtney. No, sir; I did not ask for anything from the Air 
Force. 

Mr. Rivers. All right. When did you ask for information from 
the Air Force? 

Mr. Courtney. When this matter was brought fully into focus asa 
result of the General Accounting Office audit. 

Mr. Rivers. All right. 

Mr. Courtney. At that time we requested the minutes and the data 
which you see here. 

Mr. Rivers. As a result of that, all that, you arrived at a figure, per 
unit—when you say “per unit” I assume the plane as it rolls off ‘the line: 
is that right? 

Mr. Courtney. Yes. 

Mr. Rivers. Is that correct? 

Mr. Kunwn. $257,000, Mr. See 

Mr. Rivers. What is that, $275,000? 

Mr. Kuun. That is what eer were paid. 

Mr. Courrney. $275,298 is the final payment per unit for the last 
300 units. 

Mr. Rivers. Where did you see $257,000? 

Mr. Kunn. That is under column 1. 

Mr. Courtney. $257,644. 

Mr. Rivers. I see. $257,000 is what you decided from your fig- 
ures 

Mr. Kunyn. From their minutes. 

Mr. Courtney. Wait now. 

Mr. Rivers. Wait now. What you computed along with your excel- 
lent staff—and incidentally, that was a very fine presentation— 
$257,000, when they were fully paid $275,000; is that correct? Is it 
$275,000 ? 

Mr. Courtney. $275,000. 

Mr. Rivers. $275,000 per unit,'an overpayment of $25,000 plus 
per unit? 

Mr. Kuun. Yes. 

Mr. Rivers. From your figures? 

Mr. Kuun. That is correct. 

Mr. Courtney. Yes, sir. 

Mr. Rivers. An overpayment of how much from the General Ac- 
counting Office’s figures? 
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Mr. Courtney. $25,000 is the overpayment, using the 8 percent 
agreed upon factor of profit. 

Mr. Gavin. Per unit? 

Mr. Rivers. General Accounting—I don’t mean General Motors. 
1 don’t want to confuse General Motors with General Accounting be- 
cause I believe the General Accounting may have a little more interest 
in the Government. So I don’t want to confuse that. 

Now the General Accounting says that the General Motors got 
$95,000 they weren’t entitled to, is that correct ? 

Mr. Kuun. Not quite, Mr. Rivers. 

Mr. Rivers. What did they say? 

Mr. Kunn. They say they got $7 million on this particular segment 
more than they were entitled to. 

Mr. Rivers. Well, how much per unit, is what I am trying to find 
out. 

Mr. Kunn. Well, what would be a difference of perhaps—it would 
reduce that $25,000 to somewhere in the neighborhood of $24,300. 

Mr. Rivers. Well, I am trying to get at this. The General Account- 
ing Office says that General Motors have $7 million that they are not 
entitled to. 

Mr. Courrney. No, Mr. Rivers. They say they have $8,522,000 of 
overpayment. 

Mr. Kunn. You are talking about this segment? 

Mr. Rivers. Of this contract. 

Mr. Kuwn. Of this segment of this contract. 

Mr. Rivers. These figures you have here on the board. 

Mr. Koun. That is right ; $7 million. 

Mr. Rivers. I am talking about this board now. 

Mr. Kuun. Right. 

Mr. Rivers. How much money has the General Motors got that they 
haven't any business with ¢ 

Mr. Kunn. According to General Accounting Office? 

Mr. Rivers. According to General Accounting Office. 

Mr. Kunn. Seven million dollars. 

Mr. Rivers. According to Mr. Hardy’s inquiry and your response, 
the Air Force never asked them to return it before they finalized the 
contract or the papers: is that correct ? 

Mr. Kunn. Before they finalized the contract is correct. 

Mr. Rivers. All right. The Air Force never requested that $7 
million ¢ 

Mr. Kuun. Are you talking about before they finalized now or 
subsequent ? 

Mr. Rivers. Before they paid the bill, is what I am talking about. 

Mr. Kunn. That is right. 

Mr. Rivers. Use anything you want. I am talking about paying 
the freight. 

Mr. Kuun. All right, that is correct. 

Mr. Rivers. That is what I am talking about. Had that been called 
to the attention of the Air Force before they paid it ? 

Mr. Kcuun. No. This audit was made subsequent to that. 

Mr. Rivers. It was a postaudit? 

Mr. Kuun. That is right. 
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Mr. Rivers. Then when the General Accounting Office started to go 
through all these ramifications, they ran into one further outfit of the 
Genreral Motors and says, “We want some figures”—stop me where I 
am wrong. 

Mr. Courtney. No. 

Mr. Rivers. Who did you run into? 

Mr. Courtney. The Air Force auditors. 

Mr. Rivers. The Air Force auditors? 

Mr. Courtney. Yes, sir. 

Mr. Rivers. Where did the General Accounting auditors run into a 
dead end ? 

Mr. Courtney. I don’t know where they were at that time. 

Mr. Rivers. Then the General Motors through Fisher says, “We 
can’t give you those figures.” Am I right? 

Mr. Courtney. “We won’t give you those figures.” 

Mr. Rivers. “We won’t give you those figures.” When did the Gen- 
eral Accounting Office get into that audit? 

Mr. Courtney. The General Accounting Office came into this in 
the fall of 1955 and 1956. 

Mr. Kunn. After completion of the contract, Mr. Rivers. 

Mr. Rivers. What? 

Mr. Kunn. After completion of the contract. 

Mr. Rivers. They also asked General Motors for some figures; 
didn’t they ? 

Mr. Kunun. Yes, with respect to this contract they did, and they got 
them. 

Mr. Rivers. They got everything. 

Mr. Kunn. But that was—I was anticipating your question per- 
haps. Go ahead. 

Mr. Rivers. All right. Has the General Accounting Office ever 
been refused anything by the General Motors Corp. ? 

Mr. Kuun. Yes. 

Mr. Courtney. The chairman will have to answer that. 

Mr. Rivers. The chairman? I am asking you. 

Mr. Courtney. The answer 

Mr. Rivers. You represent this committee. 

Mr. Courtney. The answer to that question, Mr. Rivers, is this: 
The General Accounting Office in its appearance before the subcom- 
mittee advised that it had been refused access to the records of cur- 
rent contracts in work in the Cadillac division of General Motors Corp. 

Mr. Rivers. I see. But not on this contract? 

Mr. Courtney. No, sir. 

Mr. Rivers. Not on this contract ? 

Mr. Courtney. No, sir. 

Mr. Gavin. Will the gentleman yield ? 

Mr. Rivers. Sure, I will yield. I just have to yield. 

Mr. Gavin. Thank you. 

In view of the fact that the Air Force auditors had this knowledge 
of fuselage differential of $5,000, why, may I ask the counsel, would 
they recede and act ept the position taken by the General Motors? 

Mr. Courtney. Well, I will answer the question 

Mr. Gavin. They had knowledge of it ? 

Mr. Courtney. I will answer the question by saying you would have 
to make the inference that the auditors had this information on the 
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final pricing of the unit. The minutes of the negotiator merely show 
that there were Air Force auditors in the Fisher Body place. 

Mr. Gavin. And they knew 

Mr. Courtney. Prior to October 31, 1954. The minutes do not 
show what the auditors reported to the Air Foree. 

Mr. Rivers. Has the General Accounting Office finished now with 
their audit of this one contract ? 

Mr. Kunn. Yes. 

Mr. Courtney. Yes, sir. 

Mr. Rivers. So the figure of $7 million so far as the Government is 
concerned is firm ? 

Mr. Courtney. I should say so. 

Mr. Rivers. And it has already been paid and you can’t renegotiate 
it, on this segment of it, as the chairman has indicated ? 

‘Mr. Courtney. Well, let me answer the question by saying that 
General Motors points out in the letter which I just read, dated June 
15, 1957, that the time for redetermination has passed. 

Mr. Rivers. Has passed. They got the money and they are not 
getting it back. And they give as many reasons—one was they would 
lay off 6,000 people, they would have a strike 

Mr. Hépserr. No. 

Mr. Courrnrey. No. That was introduced to show that their 
labor—— 

Mr. Rivers. Labor costs were way up yonder. I know all about 
that. That was up another notch in the review. 

Mr. Courtney. That is right. 

Mr. Rivers. Now, the General Motors gave five factors for this 
high cost ? 

Mr. Courtney. The high cost of the labor which they proposed. 

Mr. Rivers. The labor. They started off with the labor. They said, 
“Well, one reason it costs so much is that Republic charged so much. 

Mr. Courtney. That is on another matter. 

Mr. Rivers. Wait, now. That was for the cost of the units—that 
was in your thing here. Before they knew what it would cost to build 
a unit. 

Mr. Courtney. No. Here is what the record shows. The record 
shows that General Motors produced a unit cost on the fuselage of 
$40,700——— 

Mr. Kunn. $274. 

Mr. Rivers. All right. 

Mr. Courrney. All right. But they insisted that the price should 
be forty-five thousand-and-some-odd dollars—forty-five thousand- 
and-some-odd dollars as they originally proposed, because they said, 
and the negotiator’s record, “Republic charged us $85,000”, or charged 
somebody $85,000 for the same unit. 

Mr. Rivers. Before they turned a wheel ? 

Mr. Courtney. Before? 

Mr. Rivers. I am trying to use my expression. You use yours. Be- 
fore they started on the contract 4 

Mr. Courtney. No. 

Mr. Héserr. No. 

Mr. Courtney. This contract is in work. 

Mr. Bares. At that point. 
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Mr. Rivers. The first time General Motors submitted a figure they 
said “The reason we give you this figure is Republic charges that.” 
Republic charges more ? 

Mr. Courtney. No. 

Mr. Hésertr. No, no, no. 

Mr. Courtney. That isn’t what these notes say. 

Let me get it here clearly. 

Attention was called by contractor’s representatives to the price of $84,479 per 
forward fuselage charged by Republie Aviation Corp. 
That is all it says. 

Mr. Rivers. Yes. 

Mr. Courtney. Now: 

This happened early in the program, when more forward fuselages were needed 
than Fisher could supply. 

What I infer from that is quite plain 

Mr. Rivers. They were already in production. 

Mr. Courrnry. They were an alternate source, Republic was an 
alternate source of this fuselage. 

_ Mr. Rivers. Now these five factors—where they didn’t want to lay 
off people, they were proselyting 

Mr. Courtney. That relates to labor. 

Mr. Rivers. That relates to labor. They were proselyting. They 
might have a strike. There were no followups. And there is one 
other, I forget what it was, and don’t care. I think the newspapers 
were advertising for people, topnotch people, or something of the 
sort. 

Mr. Kunn. And slow down when the thing is running out. 

Mr. Rivers. Slow down was another, when they run out, because 
they wanted to keep the job as long as they could, and they didn’t 
want the 6,000 people laid off—where ? 

Mr. Courtney. Kansas City. 

Mr. Rivers. In the Kansas City area. 

Then the ultimate figure came out on the overall product. General 
Motors says, “It is too late, we have been paid,” the $75 million. 

Mr. Courtney. Yes. 

Mr. Rivers. And you say there is no place in the contract where 
we can—— 

Mr. Covrrnery. I don’t want to give a legal opinion on this subject. 

Mr. Harpy. No. 

Mr. Rivers. ae now. You don’t want to give a legal opinion? 

Mr. Covurrney. I don’t want to give a legal opinion on the Gov- 
ernment’s recourse, if any, on this subject matter. 

Mr. Rivers. You don’t agree, then, that we have lost the $7 million 
entirely ? 

Mr. Courrney. As a professional matter, I would say that that 
would certainly be subject to some dispute. 

Mr. Rivers. Some dispute. But you do say this, and I am finished, 
Mr. Chairman, that between the Air Force and the General Motors 
Corp., with respect to the $7 million, the interest of the United States 
Government was not properly protected? Do you make that state- 
ment? 
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Mr. Courtney. Well, I should have to say that the inferences 
would have to fall where they belong. 

Mr. Rivers. Would you say this? Would you say that from the 
records in your possession and from the figures at hand and from the 
information of which you are possessed, that it appears—prima 
facie we call it—I don’t know what your law school taught you— 
that somebody failed to represent the United States Government? 
Would you go that far? 

Mr. Courtney. Well, I should say this, that with the knowledge 
which this contractor had of his costs and of his business ability and 
manufacturing ability, that certainly the proposal he made, it made 
to the United States Government on this record was more than ade- 
quately shaded in his favor. 

Mr. Rivers. Well, would you impute any negligence to the Air 
Force ? 

Mr. Courtney. I should say that on the record of the negotiators, 
as read to you here 

Mr. Gavin. Read it again. 

Mr. Hépserr. No. 

Mr. Rivers. We heard it. 

Mr. Gavin. I mean that particular part. 

Mr. Rivers. I don’t want him to read. I just want him to answer 
my question. I am not going to yield until I am finished. 

Would you impute from your records negligence on the part of the 
Air Force? 

Mr. Courtney. Well, I should say that the Air Force negotiators 
on the information which has been reproduced solely from their own 
records, that it would have been entirely possible for them to have 
arrived at either calculations 1 or 2, which are shown on the board 
here, because those calculations were made from Air Force notes. 

Mr. Rivers. Are you going to produce witnesses from the Air Force 
and the General Motors Corp. ? 

Mr. Courtney. Well, we have both of them here for comment. 

Mr. Héserr. Have you finished, Mendel? 

Mr. Rivers. I have finished. 

Mr. Héserr. I will recognize Mr. Bates. But I just want to clear 
up one thing here for Mr. Rivers. And that is in connection with this 
$7 million and the possibility of the Government—— 

Mr. Rivers. Renegotiating? 

Mr. Héserr. Reclaiming this money. 

This is only a segment of the overall contract, this $7 million. I 
read the General Accounting Office statement on the entire contract, 
commenting on its post audit, it says: “Shows that the contractor real- 
ized a profit of $17,459,200 in excess of the profit contemplated.” 

Now, there is in excess of $1714 million which General Motors now 
has, which, by all rules and regulations—well, not rules and regula- 
tions, but all acts of fair play and honest dealing with the Govern- 
ment, they have in their pocket which they shouldn’t have. , 

Mr. Rivers. Out of the $375 million. 

Mr. Hésert. Now waita minute. Wait a minute, now. 

Now, of that $17,500,000, the General Accounting Office lays hope 
only to a recovery of $1,7000,000 which they so stated in their appear- 
ance before the committee, and that particular matter is now being 
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explored as to some manner of return. And that connection also, the | ' 


General Motors Corp. was asked to return that $1,7000,000, which rep. 
resented an ov verpricing on an item in assembly, from an outside source, 
3 times, and 3 times General Motors refused to give that money back, 
as a matter of policy. 

Mr. Rivers. Mr. C hairman, I would like to say this. I hope that 
the General Motors—and I imagine they are looking at me. I hope 
I am looking at you. I hope some of you will avail of this stand to 
clear up this situation. Because I don’t want to prejudge a corpora- 
tion as colossal and as stupendous as General Motors, without first 
giving them an opportunity to explain. I hope—you are talking about 
comment—that when you get out of that chair, they will jump in it 
so fast it will make your head swim. 

Mr. Héserr. All right. 

Mr. Bates. 





Mr. Bares. Mr. Chairman, I would like to ask Mr. Kuhn some § 


questions on this, on the total materiel—on the total figures. Now, 
everything on the left cards are estimates; is that correct ? 

Mr. Courtney. That is correct. 

Mr. Bares. And then the one on the righthand side is actual ? 

Mr. Courtney. Postaudit. 

Mr. Bares. All right. Everything on the left is estimates, their 
best judgment of what might take place. Now, looking at those fig- 


ures up there, who would you say made the best judgment, General | 


Motors, the Air Force, No. 1 or No. 2, as to what the actual cost 
would be ? 

Mr. Courtney. You are talking about total material ? 

Mr. Bares. Total material cost. 

Mr. Courtney. Well, the figure is where in the middle, perhaps a 
little closer to General Motors’ estimate, because of outside material. 

Mr. Bares. Let’s talk about total figures. We will get to allied after 
a while. Who would you say made the best judgment, the best esti- 
mate, as to what these costs ‘would be? 


Mr. Courtney. Well, as I said, the figure is very close to being be- 


tween the-—— 

Mr. Bares. You wouldn’t say it was very close to the Air Force 
figures, would you? $7,000, $8,000: That is not very close ? 

Tam talking about the total material cost now. 

Mr. Courtney. You are talking about total material ? 

Mr. Bates. Yes. Who made the best estimate there? 

Mr. Courtney. You have to realize that Air Force figure there is 
not the figure that they finally negotiated for that particular cost as 
reflec ‘ted by the minutes. 

Their’s, as reflected by the minutes, is the same as No. 1 and No. 2 

Mr. Bates. Yes. But their judgment was 143,000; is that cool 

Mr. Courtney. At whattime? No. 

Mr. Bares. Right there on the board. 

Mr. Héperr. Yes. 

Mr. Courtney. No, no, no. Mr. Bates, please let me clear that up. 

Nobody has any responsibility in this presentation for these figures 
in the second column. They are merely reproduced as being the - pen- 
ciled notes, identified as Air Force negotiators’ notes. They have not 
otherwise been spoken of in the course of this presentation. 
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Mr. Batrs. Why are they offered to us? What are we to presume as 
we look at those figures ? 

Mr. Kunn. As a prenegotiation concept, a starting place. 

Mr. Bares. So that there was their judgment relative to the $153,000 
on part of General Motors. That is the only other purpose for which 
it could be used. 

Mr. Courtney. It has not been stated, Mr. Bates. 

Mr. Kunn. All we can do, Mr. Bates, is refer to the minutes of the 
Air Force, made for a period when the negotiations occurred. They 
indicate in those minutes that they were going to use 40,274 allied, 
95,199 outside, and 593 inbound transportation, giving a total of 
$147,777. 

Mr. Bares. What do you want the committee to conclude? What 
is your Impression? What does that figure mean? Why is it on the 
board? Does it represent the Air Force’s estimate ? 

Mr. Kun. As I said before, that was a prenegotiation concept of 
that. particular cost. 

Mr. Bares. All right. So at the time that General Motors put in 
the $155,000, that was the estimate of the Air Force, 143,000? 

Mr. Kunn. Correct. 

Mr. Barres. Now, that is correct ? 

Mr. Kunn. Right. 

Mr. Bares. That is the reason it is up there ? 

Mr. Kunn. Right. 

Mr. Bares. So you wouldn’t say that that figure was very close to 
the actual of $151,000, would you 4 

Mr. Kuun. Obviously not. 

Mr. Bares. All right. Now we are talking about estimates and 
we are talking about judgment. Now let’s take—— 

Mr. Kunn. But I would like to explain further there, Mr. Bates, 
that when the Air Force came into the meeting they had this concept, 
or at least one representative of the Air Force had this concept, and 
General Motors had this concept. Then they sat down at the table. 
They broke this down into three parts. There was very little dispute 
about outside. 

Mr. Bares. Let’s talk just about total. We will get into the outside 
afterward. 

Mr. Courrney. Mr. Bates, may we break in there, please, because 
I can see we are getting into confusion. 

Mr. Bares. Well, Lam not getting into confusion. 

Mr. Courrnry. Wait a minute. 

Mr. Bares. You might be, but I am not. 

Mr. Courrney. It is very easy for me to get into confusion. Will 
vou let me unravel myself for the moment? One hundred fifty-three 
thousand dollars actual cost represents the addition of change orders 
which were not known at the time of the negotiation. 

Mr. Bares. That isthe $1 million ? 

Mr. Courrney. That is a final price. 

Mr. Bares. That is the $1 million been added in. Now, how much 
does that represent of the $151,000 per unit? How much does that 
change order represent ? 

Mr. Kunn. That hasn’t been segregated out. 

Mr. Harpy. It is segregated out, between your 271,000 and your 
975.000. 








2704 STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 


Mr. Kvunn. Well, in totals, yes. But a breakdown of that: We 
don’t know. 

Mr. Bares. You got $1 million divided by so many units, haven't 

ou ? 

Mr. Kuuwn. Sure. That is the difference between 271,165 and 
275,298 in totals. But I thought you were talking about materials. 

Mr. Bares. I am talking about material. You brought up the $1 
million, I didn’t. 

Mr. Kuun. You proceed, Mr. Bates. 

Mr. Courtney. Go ahead and answer the question. 

Mr. Bares. | am just trying to get an idea here. We have compared 
a lot of figures. We have total material costs at the top. You tell 
me these are estimates. And they are estimates of what the costs 
might be. Now, from looking at those figures, it appears to me that 
General Motors comes a lot closer to the actual cost figure than anyone 
else. I don’t care whether it is change orders or what it might be. 
The fact of the matter is that their figure, to me, appears to be a lot 
closer to the actual cost than what the other estimates are; is that 
correct ? 

Mr. Kuuwn. No, not quite. I say that the figure, the actual, is some- 
where between that which was used by the Air Force as a cost concept 
in developing their price 147,777 

Mr. Bares. Now, you construct it. That is a reconstruction of 
figures that were offered, that you assembled. The Air Force never 
assembled those figures themselves to come out with a total of 147,000; 
you did that. 

Mr. Kuun. Mr. Bates, no. It is right in here. 

Mr. Bates. All right. 

Mr. Kuun. I said this was a prenegotiation concept. 

Mr. Bares. And at the same time that they had that concept, 
General Motors had the other concept, of 153,000. Now, that is 
correct, isn’t it ? 

Mr. Kuun. That is correct. 

Mr. Bares. So starting at that particular point, General Motors 
was about $2,000 off and the Air Force estimate was approximately 
$7,500 off ; isn’t that correct ? 

Mr. Kuun. Yes. 

Mr. Bares. So as far as estimates are concerned, General Motors 
was a lot closer to it than was the Air Force. 

Now, get up to No. 1. That is the reconstructed figures. Even 
there, that is about 4,( 000 off ——— 

Mr. Kunn. It is ex: many $3,251. 

Mr. Bares. All right, $3,200, compared with $1,300, or so, being 
off on the part of the ~ ies ‘al Motors. So it doesn’t seem to me- 

Mr. Kcnn. Well, obviously it is over—it is about $2,500, Mr. Bates. 

Mr. Bares. It is not $2,500. It is $2,300. 

Mr. Kun. $153,398 and $151,028. 

Mr. Bates. That is right, about $2,300. So it seems to me that they 
are even closer than you are on your reconstructed figures. So I don’t 
see where they should be particularly criticized in that respect, when 
they are closer to the figures than even you are on a reconstructed 
basis. 

I mean, what is the point you are trying to establish, as far as total 
materiel is concerned ? 
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Mr. Kuun. That they had actual costs at the time of negotiation on 
allied materials, which was overstated by $5,000 

Mr. Bares. Now, was there any shift between allied and outside in 
reference to assignment of work? Was any work previously assigned 
to one and transferred to the other? 

Mr. Kunn. I think that is a proper question for the General Motors. 

Mr. Bares. As far as you know. 

Mr. Kuun. As far as we know, we have not investigated that com- 
pletely and it would just be conjecture on our part. 

' Mr. Bates. Well, we can look into that when we come to it. 

Mr. Gavin. Would you permit an observation ? 

Mr. Bares. Yes. 

Mr. Gavin. Whoever prepared the estimated figures there for the 
Air Force I think was on the right track. He was off, but he was leav- 
ing himself a basis there on which he could trade with the General 
Motors. And if that same indiv idual, whoever prepared those figures, 
was the one that would have negotiated with General Motors, I think 
that we all would have been, as far as the Government is concerned, 
better off. He starts off low, very low, and General Motors starts very 
high. He has a big situation there that he can trade. If he would have 
been permitted, whoever he was, to negotiate with General Motors, I 
think we might have done a whole lot better. 

Mr. Bares. I want him on my side. 

Mr. Gavin. Yes. 

Mr. Heéserr. All right, Bill. 

Mr. Bates. How much more are we going to go? 

Mr. Héserr. We will go until the second bell. 

Mr. Bares. Well, that is the point I wanted to make on the materiel. 
It would just seem to me, when you come into a question of estimates, 
that General Motors made a lot better estimate, a lot closer to the ac- 
tual figure, than did the other outfit. 

Now, what is the significance of this 8 percent profit figure that is 
referred to in the report ? 

Mr. Courtney. Well, the significance—I will answer that question, 
Mr. Bates. All these figures, all these calculations are based upon a 
projection toward an 8 percent return. 

Now, the Air Force—we premised our whole presentation on this. 

And I read it again— 
A profit rate of 8 percent was agreed upon at the time this contract was placed. 
This is a normal profit for a procurement of this type. The negotiated price of 
$271,165 per unit includes a profit factor of not more than 8 percent, based on 
the Government's concept of a realistic cost. 

Mr. Bares. Upon the Government’s concept. 

Mr. Gavin. But the Government evidently didn’t hold out, I might 
call to the attention of the member. 

Mr. Bares. I understand that. 

I wish Mr. Kuhn would explain the difference between the assign- 
ment of burden of 209 percent and the 185 percent. 

Mr. Kunn. Well, you can see that General Motors applied a 209 
percent burden there [indicating]. You are talking about explaining 
the difference between these two figures? 

Mr. Bares. Yes, the 185. How did the General Ac counting Oifice - 
I believe they were the ones that assigned that burden ? 
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Mr. Kunn. Yes; you remember they testified here 

Mr. Bares. How did they come to the conclusion ? 

Mr. Kunn. Actual costs on the 228 segment. With particular refer- 
ence to the 223d plane through the 299th plane, General Motors had 
experienced a 185 percent factor to direct labor for burden in that 
segment, which gave no consideration to further efficiences, up until the 
phase-out lot of these planes. 

Mr. Bares. They eliminated some of the factors which General Mo- 
tors took into consideration in establishing the burden rate, then ? 

Mr. Kuun. No; that isn’t so. 

Mr. Bates. You talked about inefficiencies; is that what they predi- 
cuted it on? 

Mr. Kunn. No, not the 185. That was on actual, on plane No. 223 
through 299 plane. 

Mr. Bates. That was an actual burden figure ? 

Mr. Kunn. Burden rate per plane on that particular part of the 
second segment. 

Mr. Bares. That was the actual figure? 

Mr. Kuun. Right. 

Mr. Batrs. What does the Air Force do with these cest figures which 
are submitted to them, the actual cost figures which are submitted 
to them ? 

Mr. Kunn. I would like to refer that question to the Air Force, Mr. 
Bates. 

Mr. Bares. You didn’t check into that? 

Mr.Kuun. No. 

Mr. Bares. I don’t have any other questions, Mr. Chairman. 

Mr. Heézerr. Now, pursuing your question, Mr. Bates, as to the prox- 
imity and closeness, picking out the one item of total materials, in the 
ultimate their total estimate was $293,000 by General Motors. the Air 
Force estimate was $262,000, and the staff, at worst, was $257,000, and 
at best, $254,000, which is under the Air Force estimate. And the ac- 
tual costs, according to the actual audit—I can’t see the figure, the 
GAO figure. 

Mr. Courtney. With 8 percent. 

Mr. Kunn. $250,042. 

Mr. Héverr. That was the original estimate. 

Mr. Bares. Well, that is right. 

Mr. Heperr. So, in effect, the General Motors overestimated by— 
what is the figure / 

Mr. Bares. I was just talking about material, Mr. Chairman. I cer- 
tainly want to get into the question of direct labor. 

Mr. Hésert. I know. 

Now, the materiel was involved, Mr. Bates, in that 1 segment of 
$5,000. I think that is where your big difference occurs. 

Mr. Bares. Well, I didn’t go into that because that is a question of 
fact, and I think we will have to get into that from General Motors. 

Mr. Hésert. That is correct. 

Mr. Bares. I just addressed myself to the total figures. The reason 
I asked Mr. Kuhn whether there was a reassignment of work between 
Allied and outside was it might have made up that difference. I was 
just addressing myself to the total figure. 
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Of course, the big item we want to get into was the question of direct 
labor. I didn’t ask Mr. Kuhn any questions on that because I don’t 
think he has any more to offer than he did previously. 

Mr. Kunn. That is correct. Everything I had is from the minutes. 

Mr. Bares. The time to go into that question is when we get to 
General Motors. 

Mr. Héserr. All right. The committee will stand in recess until 
tomorrow morning, at 10 o’clock. 

(Whereupon, at 12:15 p. m., the subcommittee adjourned to recon- 
vene Friday, August 16, 1957, at 10 a. m.) 








STUDY OF AIR FORCE CONTRACT AF33(038)-18503, 
GENERAL MOTORS CORP.—BUICK-OLDSMOBILE- 
PONTIAC ASSEMBLY DIVISION 


FRIDAY, AUGUST 16, 1957 


Houses or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., the Hon. F. Edward Hébert, 
chairman of the subcommittee, presiding with the following members 
present; Mr. Gavin, Mr. Rivers, Mr. Cunningham, Mr. Bates, Mr. 
Hardy, Mr. Osmers, and Mr. Arends. 

Mr. H&éserr. The committee will be in order. Mr. Courtney. 

Mr. Courtney. Mr. Chairman, the General Motors Corp. is present 
this morning. Mr. Gordon has a prepared statement. And you wish 
Mr. Power 

Mr. Héserr. Come forward, Mr. Gordon. 

Mr. Gorpon. Yes. 

Mr. Courtney. Mr. Gordon, any of your aids whom you wish to 
have—just seat them around and if they are going to speak we will 
identify them for the record so the reporter 

Mr. Power. For the record 

Mr. Courrney. Just 1 minute. Now Mr. Gordon you know, Mr. 
John Gordon, Mr. ? 

Mr. Mark. Ralph C. Mark, comptroller of General Motors. 

Mr. Courtney. You are comptroller. And Mr. 

Mr. Power. He will not be testifying. But if you want his name 
for the record ? 

Mr. Courtney. Well, you may be seated, then. 

Mr. Hézerr. Mr. Gordon, I understand you have a prepared state- 
ment ¢ 

Mr. Gorpvon. That is right, Mr. Chairman. 

Mr. Hésert. You may read it. And I will ask the cooperation of 
the committee, once again, not to interrupt the witness until after 
he has finished his statement. And I want to express to the commit- 
tee members at this time my appreciation for their cooperation yester- 
day. 














TESTIMONY OF JOHN F. GORDON, VICE PRESIDENT, GENERAL 
MOTORS CORP., AND A. F. POWER, ASSISTANT GENERAL COUNSEL, 
GENERAL MOTORS CORP. 


Mr. Gorvon. Mr. Chairman and members of the subcommittee, my 
name is John F. Gordon. I am a vice president of General Motors 
Corp. and the group executive in charge of the automobile body and 
assembly divisions. This group is comprised of the Fisher Body, 
Buick-Oldsmobile-Pontiac assembly and ternstedt divisions. My 
headquarters are in Detroit, Mich. 
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With the permission of the chairman, I would like to submit a state- 
ment directed to the subject-matter of your ane y—the performance 
by General Motors under contract No. AF33(038)-18503 for the pro- 
duction of F-84F Thunderstreak fighter sou at the Kansas City, 
Kans., plant of Buie k-Oldsmobile-Pontiac assembly division. 

As background, it might be useful to review briefly the policies with 
respect to defense produc tion consistently followed by General Motors 
since e arly in W ork | War IT. 

At the beginning of that war General Motors laid out certain guide. 
lines for the conduct of its war-production operations. These guide. 
lines were intended to point the way to the most effective possible 
enlistment of ou ‘produc tive know-how and facilities in the war effort, 
It is a matter of record that these policies were promptly reinstated at 

the beginning of the Korean emergency and, where applicable, they 
remain in force today. They can be summarized briefly as follows: 

1. Cooperate actively with the Government in planning the pro- 
duction of defense products, in accepting trial orders, in rendering 
engineering advice and assistance when desired and in mass producing 
these products for which GM has or can get the necessary production 
equipment. 

2. Endeavor to get orders for and plan to produce the corporation’s 
share of the c ountry ’s defense-production load. 

3. Endeavor to obtain contracts for the more complicated defense 
products, in the production of which the corporation’s engineering 
and manufacturing experience will be of greatest value to the country, 

4. Concentrate GM production fac ilities on the most difficult parts 
of these products, thereby making maximum use of corporation know- 
how. 

5. Subcontract as much as possible of the balance of component 
parts of all defense products to dependable and competent subcon- 
tractors who have equipment that can be used to produce such parts. 

Try to obtain orders for every plant city and every plant in order 
to protect employment in those cities and plants to the extent possible. 
Allot the production where it can be produced with the greatest eff- 
ciency and the least new floorspace and machinery. 

Accept contracts of whatever type—fixed price with provision for 
pri ice redetermination after cost and production experience, competi- 
tive bid, or cost-plus-fixed fee—that may be mutually agreed upon 
with Government agencies. 

Operating under these policies, our facilities and organization were 
devoted completely to the war-production effort. General Motors dur- 
ing World War IT assumed production responsibility for some 3,600 


different items, ranging in size and character from tiny ball bearings | 


and electric motors to ¢ omplete tanks and airplanes. 
Another important policy adopted by General Motors early in 1942, 
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in advance of the enactment of the renegotiation law, related to pricing | 


of defense products. In summary, this policy was: 


(2) totake war-production contracts on a fixed-price basis wherever | 


possible, and, where not possible in the first instance, to change to that 
basis as soon as circumstances permitted ; and 

(6) to make price reductions, applicable, to products already deliv- 
ered as well as to future deliveries, as cost reductions materialized. 
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Our policy— 
¢** to make price reductions * * * as cost reductions materialized * * * 


saved the Government and taxpayers substantial sums. This fact fully 

validates the soundness of the fixed-price approac ‘+h and our judgment 
as to its efficiency from the standpoint of the Government and the tax- 
payer. This approac +h retains the incentives that promote efficiency in 
normal commercial oper: ations. 

In this connection it should be pointed out that as a result of this 
policy, General Motors’ overall rate of profit on defense materials has 
been, and continues to be, substantially below the rate of profit realized 
on commercial business under competitive conditions. 

Further than that, defense sales are subject to the Renegotiation Act 
of 1951. The act provides that in determining the reasonableness of 
profits, the Renegotiation Board must give fav orable recognition to 
the efficiency of the contractor with particular regard to the attainment 
of quantity and quality of production, reduction ‘of costs, and economy 
in the use of materials, facilities, and ms anpower, 

One of the critical needs early in the Second World War was for 
military aircraft of all types. The existing airframe industry could 
not hope to meet such requirements. General Motors played an out- 
standing role in helping to close the aircraft-production deficiency 
gap. Asa subcontractor General Motors produced in quantity major 
subassemblies for the B-17 Flying Fortress, the B-24 Liberators, and 
the B-29 Super Fortress bombers. 

General Motors also built complete airplanes. When the Navy re- 
quired an additional production source for fighter planes and torpedo 
bombers, General Motors organized a number of its east coast plants 
into the temporary eastern aircraft division which produced 13,000 
complete fighter and bomber pl: ne S. 

The F-84F aircraft program: Undoubtedly because it was aware 
of General Motors’ World War II performance as an aircraft pro- 
ducer, the Air Force early in the Korean emergency included our 
organization in its plans for broadening the aircraft production base. 
First Air Force contracts with GM executives concerning aircraft 
production occurred in July and August 1950. 

At that time Air Force planning had not crystallized as to the type 
of aircraft General Motors was to build, nor had the plant site been 
decided upon. At various stages, it was proposed that General Motors’ 
eastern plants and the Kansas C ity, Kans., plant participate in the 
Republic F-84E, the North American F—86, and the Lockheed F-90 
programs. Obtaining satisfactory airfields adjacent to General 
Motors’ production facilities was a problem in the East. Subsequently 
the decision went against the eastern locations because the Armed 
Forces favored dispe rsion of war -production ph: unts. 

In December 1950, the Air Force requested General Motors to build 
the Republic F SIF Thunderjet (later renamed Thunderstreak) air- 
craft at the Government-owned plant which had been erected early 
in World War II at Kansas City, Kans., for aircraft production and 
which was adjacent to airfield facilities. This plant had been leased 
by General Motors at the end of World War II and was being operated 


by the Buick-Oldsmobile-Pontiae assembly division for the assembly 
of automobiles. 
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At the time the Buick-Oldsmobile-Pontiac assembly division hee. 7 
after referred to as BOP received the assignment to produce this aur. 
craft, the F-84F was a newly designed, “high- performance jet air. 
plane—a single-seat fighter-bomber. “This aircraft could also be used | 
as a fighter-escort t and fighter-interceptor. Its speed was given ag 
more than 600 miles per hour, combat radius as more than 850 miles, 
and ceiling more than 45,000 feet. 

Powered by a Sapphire J-65 turbojet engine, the F-84F carried 
six .50-caliber mac hineguns, four mounted in ‘the nose and one in each 
wing root. The Thunder. streak version of this arcraft carried heavier 
loads of external armaments and fuel than its Thunderjet pred. 
ecessor. 

As already noted, when BOP assumed its production assignment, 
the F-84F was an aircraft of new design, not previously produced, 
The aircr aft had not as yet been completely engineered by the desi 
contractor—Republic Aviation Corp. Throughout the life of the 
F-84F contract, the rate of deliveries was subject to frequent change 
Manpower, particularly trained personnel, was critically short. Ma- 
chine tools were in restricted supply. Because the national defense | 
production effort had been gaining rapidly, it was difficult to develop | 
a satisfactory subcontrac ting struc ture. 

These adverse conditions “had a definite influence on BOP’s ability | 
to perform under the contract. Serious quality problems and high | 
costs were generated which importantly influenced our thinking as to 
forward costs. Hence, I think it is appropriate to review these prob- 
lems in somewhat more detail. 

The F-84F letter contract dated December 22, 1950, as amended | 
February 19, 1951, specified tooling for 125 planes a month by April | 
1953. Accordingly it was planned ‘to attain 100 percent conversion to | 
aircraft production at the Kansas City, Kans., plant by the end of] 
1951 with an accompanying decrease and final cessation of automotive | 
production. 

In May 1951 the Air Force announced its policy for broadening | 
the industrial base to permit rapid acceleration of defense output ‘| 
the event of war. This was to be accomplished through the production | 
acceleration insurance program—or PAIP. 

The effect on BOP was that, regardless of the production rate for 
planes, it would have to provide plant layout, machine tools, subcon- 
tract structure, production methods, engineering designs, tool de 
signs, and special tools of a type and quality required in order to serve 
efficiently under the PAIP program for a period of 2 years. The Airf 
Force recognized that this plan would be a less efficient and more ¢ -ostly | 
operation at the lower contract-production rate. Subsequently BOP} 
was informed that for the purposes of the PAIP production program, 
its rate was 236 planes a month. 

Toward the end of 1951 it became apparent that F-84F program} 
delays due to machine tool shortages, subcontracting difficulties) 
engineering data delays, and inadequate press capacity for large] 
forgings called for a change in planning. In January 1952 the Air, 
Force reduced the maximum planned production rate to 50 airplanes 
per month. Consequently BOP proposed, and the Air Force im 
mediately approved, continuance of commercial production to the} 
extent consistent with the obligation to furnish 50 planes a month! 
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The plan would not prejudice the PAIP program providing for a 
mobilization rate of 236 planes a month. 

By continuing commercial production, it is estimated that the air- 
craft program was relieved of charges totaling $2,741,000. This 
amount, absorbed by automotive operations, was - comprised of costs 
such as rentals, utilities, building maintenance, salaries, taxes, and 
insurance. 

A tabulation showing Air Force notifications as to total deliveries, 
monthly rate of delivery, and initial delivery rate is attached as 
exhibit A. It illustrates both the frequency and magnitude of 
schedule changes during the life of the contract. 

As appears in exhibit A, BOP originally obtained an order for 
937 airplanes which was later increased by contract supplement to 
1.149 airplanes. On February 5, 1954, the Air Force canceled a total 
of 550 planes. This reduced the total orders to 599 airplanes, the 
number ultimately delivered. 

From an engineering viewpoint, it should be recognized that the 
F-84F fighter-bomber at first was regarded as an improved version 
of the F-84G, an efficient model with service in Korea. But as engi- 
neering developed the “F” became recognized as a new model, still 
on the drawing boards when BOP was awarded the contract. 

In February 1951, when BOP representatives first visited Re- 
public, there were available fewer than 100 drawings out of a total 
of 6,100 drawings, 3,000 revisions, and 19,950 attachments to draw- 
ings ultimately released up to June 1953, when BOP completed the 
first airframe. A complete set of production drawings for the first 
airplanes was not received until mid-1952. Mandatory changes 
affecting the first airplanes were released by Republic as late as 
December 1953 

During the ‘early stages of the program the release of complete 
engineering data in the form of drawings, supplementary engi- 
neering change papers, and loft plates frequently was many weeks 
later than required to meet BOP’s production schedule. Further- 
more, because the date when received had not been proven in manu- 
facture, hundreds of mandatory corrections in engineering data 
followed. 

An interval of approximately 8 months was considered necessary 
between initial deliveries of F-84F airplanes by the design con- 
tractor and BOP in order to permit completion of final drawings 
and proof of engineering and production tooling prior to produc- 
tion of BOP’s first airplane. Republic’s delivery schedule was set 
back from December 1951 to June 1952, and eventually to December 
1952. As a result of these setbacks in Republic’s schedule BOP 
lost for some time the benefit of Republic’s efforts to eliminate 
design troubles in production. 

Other delays arose out of procurement problems. To cite several 
examples : 

Acting upon the Air Force’s direction, BOP planned to obtain the 
first 46 empennage assemblies from Republic’s source. It was planned 
that BOP’s regular subcontractor would begin delivery of a com- 
pletely new empennage for the 47th and subsequent airplanes. This 
plan would save considerable tooling in the initial production of 46 
planes. It developed, however, that Republic’s source was unable 


s 
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to deliver, and BOP was obliged on short notice to tool and produce 
the assemblies in its own plant in order to protect its schedule. 

The lack of capacity in this country for the making of large forgings 
presented a major problem. This shortage of press capacity in indus. 
try was materially alleviated by the m: aking of dies at the Buick motor 
and Fisher body divi isions so that an inactive press of large cap: city 
at a subcontractor’s plant at Adrian, Mich., could be put into operation, 

Many engineering improvements were incorporated in large forg- 
ing designs so as to permit forging and machining of these vital parts 
without the use of expensive toolroom methods. After the procure- 
ment of forgings, a shortage of large machine tools, such as spar mill- 
ing machines, presented a serious difficulty. BOP alleviated this sit- 
uation by arranging for the building of these machine tools from 
drawings fur nished by the machine tool builders. 


In a case of wing hinge forgings, no satisfactory vendor could be | 


found to handle these complicated, vital parts. The General Motors 
process development section took on the manufacture of this item 
and satisfactorily solved this problem. 

About 31 percent of the work involved in producing the F-84F 

yas placed with outside subcontractors. It became quickly apparent, 
however, that the expanding defense program had absorbed a large 
part of available capacity. Many potential suppliers would not com- 
mit themselves to BOP in view of the relatively small initial program 
(237 planes) and the engineering and production problems which 
they could foresee. 

Accordingly much time was consumed not only in recruiting suitable 
subcontractors but also in the intensive training of personnel of the 
355 supplier firms. Through the life of the program BOP found 
it necessary to maintain a field force of product engineers and inspee- 
tion personnel to help subcontractors in the interpretation of speci- 
fications and the solution of quality control problems. In addition, 
BOP purchasing personnel aided subcontractors with procurement 
and special tooling. 

Mr. Lee White, an Assistant Secretary of the Air Force, was quoted 
in Aviation Week as having testified before a Senate subcommittee 
concerning the F-84F program, stating in part: 

The experience with this airplane is a prime example of what happens when 
a new model is rushed into quantity production. Our new production policy of 
not committing large quantities of airplanes to high rates of production until 
adequate testing and production experience are accumulated should minimize the 
occurrence of this type of situation in the future. 

Mr. Roger Lewis, Secretary of the Air Force, in a conference includ- 
mg Gen. Orville Cooke, Gen. C. S. Irvine, and other officers from 


headquarters USAF and AMC and representatives of Republic and } 


General Motors, stated that early in 1954 it was recognized that the 
F-84F program had been an “impossible” program when established, 
since the airplane lacked development and proof. 

Constant changes in all phases of the program—schedules, delivery 


dates, design, contract quantities, peak production rates, sources, ete.— | 


were far from minor in character. The resultant delays had their in- 





ception at the beginning of the program and there was no relief until | 


late 1954. 


luce 


ings 
dus- 
otor 
city 
ion, 
Org- 
arts 
ure- 
nill- 
sit- 
rom 


1 be 
tors 
tem 


S4F 
‘ent, 
irge 
om- 
ram 
hich 


able 

the 
und 
pec- 
eC ]- 
i0n, 
nent 


ALT EE AIL NE IIIT TE OE IETS EET LL IE LIER LT OTTER AEN 


oted | 


ittee 


vhen | 
y of | 
until | 
> the | 


lud- 


rom | 


and 
the 
hed, 


very 
C— 
> in- 
intil 


oe 


STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 2715 


These delays resulted in production which was constantly behind 
contract schedules. Inasmuch as our organizational and other ex- 
penditures were geared to the contract rate of production, these delays 
generated high costs. 

There was every reason for us to expect that the conditions causing 
these serious delays would continue throughout the life of the contract. 

At December 1954, we were still 25 planes behind the accumulated 
contract schedule. However, early in 1955, these difficulties began to 
ease and in denuary and February 1955 we overbuilt the monthly 
schedule by 25 planes to put us even with the accumulated contract 
schedule. We considered this a signal achievement and the accom- 

lishment was recognized by the following letter received from Maj. 
us. Fred R. Dent, Jr.: 


I have just been advised that for the month of January your organization pro- 
duced and had accepted by the Air Force 63 aircraft. This is a singular achieve- 
ment, particularly in view of the fact that your production problem was com- 
plicated by difficulties encountered in the engines which the Air Force furnished 
you. The fact that you were able to produce in such quantities indicates excel- 
lent planning and the utmost cooperation with the engine manufacturers’ tech- 
nical representatives in the interest of the end product for the Air Force. 

My sincere congratulations to you and your organization for a job well done. 

Sincerely, 
FrepD R. DENT, Jr., 
Major General, United States Air Force, Commander. 

An improved flow of production continued during the next month 
to the extent that it was recognized in the March 1955 redetermina- 
tion meeting that we might complete the schedule of deliveries a month 
ahead of time. This w as given weight in pricing the last segment. 

Finally, due to the ironing out of production difficulties and the 
almost complete cessation of ‘other delaying tae we were able to 
complete deliveries 3 months ahead of contract schedules. While it 
was Impossible to forecast these conditions, nevertheless it did result in 
our being able to make important cost savings through an earlier than 
planned reduction of the aircraft organization and costs. 


DETERMINATION OF PRICES 


Ihave stated previously that it has been General Motors’ policy since 
early in World War II to take defense production contracts on a fixed- 
price basis wherever possible. Experience has demonstrated again 
and again that the fixed-price contract provides the greatest incentive 
for cost savings. 

Where a fixed-price contract is not practical because of inexperience 
with the product to be produced, we believe the fixed-price contract, 
subject to price redetermination, is the most desirable. This latter 
type of contract protects the Government in that the services have the 
opportunity to demand a reconsideration of a price previously estab- 
lished, if it is believed that this price is out of line or not competitive. 
This pricing method affords the contractor the same opportunity to 
protect himself against unforeseen cost increases that are beyond his 
control, such as those occasioned by the difficulties and delays encoun- 
tered by BOP in the F-86F program. However, it does not guarantee 
any profit, nor protect against losses. 
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Because BOP had no experience as a manufacturer of F—-84F air- 
craft, it was recognized that the fixed price subject to price-redetermi- 
tion type of contract (for IIB) was equitable for both the 
Government and the contractor. Under this type of contract pricing, 
the original pricess incorporated in the F—84F contract were tentative 
prices. At the 7ist plane, the contractor was required to submit 
experienced cost data and prices were negotiated retroactively for 
the first 71 planes and ee for the planes to be delieverd 
during the remainder of the contr act The forward prices negotiated 
were fixed prices exc ept that either party had the right to request 
further price redetermination not earlier than 90 days after the effec- 
tive date of the previous price redetermination. Prices to be redeter- 
mined would be applicable to the planes delivered after the effective 
date of the request. The price-redetermination clause in the F-84F 
contract also provided that upon the acceptance of the 299th plane, the 
parties would negotiate redetermined prices for the balance of the 
planes to be delivered under the contract. 

When it appeared that the first segment of 71 planes would be com- 
pleted in August 1954, BOP in July 1954 submitted its proposal for 
the first price redetermination on the 599 planes on order. A copy of 
this proposal is attached as exhibit I. Three copies of this proposal 
were submitted to Headquarters, Air Materiel Command, at Wright- 
Patterson Air Force Base and three copies were delivered to the Air 
Force representatives at the Kansas City plant. 

This proposal contained (1) the proposed prices; (2) brief explana- 
tions of some of the factors affecting the proposed prices; (3) a review 
of the principal factors resulting in the proposed price increase over 
the contract price of the first 71 “F-84F airplanes; ( 4) a certification 
that the information for the period ending May 31, 1954, had been 
compiled from the books and records of BOP in accordance with its 
regular accounting practices consistently applied ; (5) a schedule show- 
ing the breakdown of the items of cost and estimated profit for the 
first segment, based on BOP’s cost as recorded on the books for the 
period ending May 31, 1954, plus an estimate of the cost to complete 
the remainder of 25 planes remaining in the first segment of 71; and 
(6) a schedule showing a similar breakdown of the items m: aking up 
the proposed unit prices for the second and third segments. 

For a review and study of this proposal the Air Force had infor- 
mation and data on the operating results of BOP through May 31, 
1954. The data were contained in monthly reports furnished by 
BOP to the Air Force each month commencing with February 1954, 
and included a profit and loss statement, detail on inventories at cost, 
and data with respect to preproduction, rearrangement, tooling, man- 
ufacturing, and commercial expense. At the time of submission of 
the proposal in July, the Air Force had received monthly reports 
through May 31, 1954. 

In addition, when the Air Force reviewed the proposal for the first 
price redetermination it had in its possession copies of all purchase 
orders amounting to $25,000 or more. The practice was to get verbal 
approval by the Air Force of all agreements negotiated with sup- 
pliers before purchase orders were issued by BOP. When such pur- 
chase orders were prepared and prior to issuance to suppliers, they 
were submitted to and approved in writing by the Air Force. At the 
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time of such approval, and even though not required by the contract, 
the Air Force was provided with copies of such purchase orders. 
Purchase orders for lesser amounts were originally given to the Air 
Force, but at the latter’s request this practice was discontinued. 
However, all of these purchase orders were available to the Air Force 
upon request. ‘ 

With its July 15, 1954, submission, BOP assumed that the Air 
Force had in its possession sufficient data for the price redetermina- 
tion. However, later in July, the BOP representative at Wright 
Field was advised that the Air Force required additional data, in- 
cluding labor buildup, burden by months, rates, etc. He was also. 
advised that a letter confirming the request which would detail the 
data requested would be forwarded to BOP within a few days. We 
are unable to locate such a letter in our files but it is the recollection 
of BOP representatives that there were additional telephone conver- 
sations with respect to the required data. As a result, on August 26, 
1954, BOP furnished a report entitled Pp ae mg of Forward 
Price Data Supplementing Proposal Dated July 15, 1954,” a copy of 
which is attached as exhibit IT. 

As a result of a further telephone request, on September 1, 1954, 
BOP submitted three schedules entitled “Average Unit Cost—Fac- 
tory Completed Airplanes,” “Analysis of Incurred Cost Through 
May 31, 1954,” and “Analysis of Burde on by Quarters—Period June 1, 
1953, ‘Tseuah End of Contract.” These schedules are attached as 
exhibit IIT. 

The first item of the August 26, 1954, submission identified as ex- 
hibit IT is entitled “Estimated Material Cost (Exhibit 1).” The first 
sentence reads: 

Exhibit 1, “Estimated Material Costs,” included herewith, shows in detail 
the estimated cost of direct material included in the prices quoted for the second 
and third segments of planes. 

In addition, exhibit 1, itself, consisted of 12 pages, each of which 
was entitled “Estimated Material Costs” and each of which contained 
a column headed up “Estimated Material Costs Per Plane.” 

This first item also includes the statement that “The unit prices 
shown for material purchased from outside suppliers are firm and are 
supported by purchase orders.” The word “firm” is not used in the 
sense of “actual,” but rather as being “fixed.” Illustrative of this is 
wording on purchase order revisions such as “Revise to incorporate 
firm price” and “supplement to incorporate engineering changes * * * 
into firm prices.” Written instructions of the BOP purchasing de- 
partment contained statements such as, “The subject orders should be 
revised to reflect the redetermined firm prices shown on the attached 
schedule.” In other words the statement in the report merely tracked 
the language used in purchase order revisions and in the letters trans- 
mitting them. 

The report of the General Accounting Office implies that the amounts 
used in the supplemental data with respect to estimated material prices 
for planes of the second segment were not firm. Actually the prices 
for material required for the segment were firm and were supported 
by purchase orders, although a substantial number of the parts were 
= ed to BOP at different amounts, as many as 3 or 4 prices on cer- 
tain parts. In such instances, the price for the first quantity of the 
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segment was the highest and in some instances being substantially 
higher than the other prices for the remaining quantities of the seg- 
ment. In many instances the higher price for the first quantity was 
used in the “Estimated material costs” as the estimated cost for the 
entire segment on the basis of BOP’s evaluation of all of the factors 
involved in its experience with the supplier, the complexity of the 
individual part and generally BOP’s experience with the program as 
of that time as well as the terms of the purchase order. In those 
instances where there was more than one price and where these factors 
appeared more favorable, a price lower than the highest quoted price 
was used. 

Certainly on these facts there is no basis for any implication that 
there was any misrepresentation in the supplemental data submitted. 
In addition the Air Force had in its possession ample data and ma- 
terial for an adequate analysis of BOP’s price redetermination pro- 
posal. Furthermore, they had access to any other supporting data. 
Availability of the material presented no problem, since both the 
contracting officer and the Air Force auditors for the Kansas City area 
maintained their offices at the BOP Kansas City plant. 

Finally, it would appear that the Air Force representatives could 
not have been misled in any way and could not have misunderstood 
the procedure followed in estimating the material cost because, accord- 
ing to the comments of the General Accounting Office— 

Acceptance by the negotiators was based on an audited bill of materials, accord- 
ing to the minutes of negotiation. 

Further, in the face of the reference to an “audited bill of materials” 
made at the time the negotiations were in progress, not months later, 
it is unreasonable to assume that the negotiators merely reviewed the 
supplemental data and did not make any check against the copies of 
the purchase orders in the possession of the Air Force. 

The price proposal submitted by BOP to the Air Force in July 
1954 was as follows: 

Segment No. I: number of planes, 71; proposed price per unit, 
$2,391,596; proposed price segment I, $169,803,316. 

Segment No. Il: Number of planes, 228; proposed price per unit, 
$442,890; total for segment, $100,978,920. 

Segment No. III: Number of planes, 300; proposed price per unit, 
$332,490; total, $99,747,000, or a grand total for the sum of the 3 
segments, $370,529,236. 

Negotiations between BOP and the Air Force took place in 
September 1954 after BOP had submitted cost estimates in accord- 
ance with provisions of the contract. I want to emphasize that while 
these estimated costs were discussed, the negotiations themselves were 
directed to price. For comparison purposes, the Air Force repre- 
sentatives presumably had the benefit of information with respect 
to the contract prices being pa by the Government to the primary 
source contractor for the F-85F airplane. 

In the give-and-take of these negotiations various proposals and 
counterproposals were studied by the parties. At no time, however, 
was BOP advised what estimated costs were considered by the Gov- 
ernment in making their counterproposal. Final agreement was 
reached on the basis of the following prices : 
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Segment No. I, 71 planes, price per unit, $2,350,000, total, 
$168,850,000. 

Segment, No. II, 228 planes, price per unit, $420,000, total of 
segment, $95,760,000. 

Segment No. III, 300 planes, price per unit, $325,000, total for 
segment, $97,500,000, or a grand total of $360,110,000. 

On February 3, 1955, BOP submitted a further proposal for forward 

rice redetermination with respect to the third (and final) segment 
of 300 planes. The price proposed was $293,160 per plane as com- 
pared with the $325,000 agreed upon at the September 1954 price 
redetermination. Meetings with the Air Force were held in late 
March. The final price agreed upon was $271,165 or $21,995 per plane 
below BOP’s redetermination proposal. Thus final agreement was 
reached on the basis of the following prices: 

Segment No. I, 71 planes, price per unit, $2,350,000, total for 
segment, $166,850,000. 

Segment No. II, 228 planes, price per unit, $420,000, total for 
segment, $95,760,000. 

Segment No. III, 300 planes, price per unit, $271,165, total for 
segment, $81,349,500, or for the contract, $343,959,500. 

This means that through negotiation between the Air Force and 
BOP, and through good performance in reducing costs, the total 
contract value for planes was reduced from $370,529,236 as contem- 

lated in the July 1954 proposal to $343,959,500 finally agreed upon 
late in March 1955, or a reduction of $26,569,736. 

The two price redeterminations that I have just described were 
mandatory under the contract. But in addition, both the Air Force 
and BOP had the right under the contract to demand additional 
redetermination at intervals of not less than 90 days after the effective 
date of any prior demand. Neither party elected such additional price 
redetermination under the contract. 

General Motors’ profit on this entire contract was 11.3 percent on 
sales before income taxes and 5.4 percent after taxes. This is a rea- 
sonable rate of profit and substantially below the rate of profit realized 
by General Motors on its commercial business. 

As previously indicated, the F-84F contract is subject to the Renego- 
tiation Act of 1951. Profits on the F-84F contract have been included 
in the overall profits on defense business General Motors has reported 
to the Renegotiation Board for each of the years during the life of 
the contract. Renegotiation proceedings have been completed through 
1954. Most of the F-84F fighter plane deliveries took place in 1955. 
The required reports for that year, as well as 1956, have been filed with 
the Renegotiation Board, but proceedings have not been completed. 
The Board will review profits on this and other contracts and may 
negotiate any refund considered appropriate. 

Any evaluation of the F-84F contract should give weight to the fact 
that the contractor financed his participation solely with his own 
funds. No advances or partial payments were received from the 
Government as is frequently the case in this type of contract. Buick- 
Oldsmobile-Pontiac assembly division’s investment from February 
1951 until June 1953 grew to a total of $93,464,000 before invoicing 
the Government for the first plane and reached a peak of $135,846,000 
mm May 1954. This investment was substantial in relation to the size 
of this contract. 
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On May 22, 1957, the Honorable Joseph Campbell, Comptroller 
General of the United States, write to Mr. Harlow H. Curtice, presi- 
dent of General Motors, enclosing a draft of a proposed report to 
Congress resulting from a review by the General Accounting Office of 
Contract No. AF 33(038)-18503 for F-84F aircraft. 

Mr. urtice directed me to examine the draft report and to reply 
to Mr. Campbell, which I did on June 18, 1957. Since then the report 
has been submitted to your subcommittee, together with copies of my 
letter to Mr. Campbell and supporting documents. A GAO repre- 
sentative has appeared before your subcommittee to testify regarding 
the report. 

In my letter to Mr. Campbell I commented in detail on each of the 
points raised in the report, and this information is on record with 
your subcommittee. I have already discussed in this statement some 
of the criticism in the report directed at data submitted by BOP in 
connection with the first price redetermination. 

I would like to comment further on certain GAO report findings 
-having to do with items of cost. We disagree with the findings per se, 
as fully brought out and explained in my letter to Mr. Campbell. 

More fundamentally, however, the GAO’s strict cost approach to the 
study of this contract and its ‘after-the-fact criticism of the price 
negotiations between General Motors and the Air Force completely 
overlook the fixed-price aspect of this contract. As I have brought 
out previously, in arriving at price redeterminations the parties 
discussed costs, but directed the negotiations toward a contract price. 
Hence the report does not reflect the manner in which the price rede- 
termination provisions of the contract were given effect. 

Finally I would like to correct a misinterpretation of certain state- 
ments and exhibits attached to the report of the Comptroller General 
to Congress. In the letter of the Comptroller General transmitting 
the report, he stated “the contractor realized a profit of $17,45 9,200 
in excess of that contemplated in price redetermination negotiations.” 
There was a quotation from this statement in the release of this sub- 
committee relative to the public hearing to be held Thursday, August 
15, 1957. Also the Director of the Defense Auditing and Accounting 
Division of the General Accounting Office in his testimony before 
this subcommittee on July 22, 1957, stated: 

To summarize, Mr. Chairman, General Motors Corp. realized profits of $17, 
459,000 on this contract in excess of that contemplated in negotiation. 

General Motors did not “contemplate” any specific profit when this 
contract was executed and when the ices were redetermined. The 
8 percent of cost referred to in the GAO report was the bid-profit 
rate for pricing purposes, but not for profit purposes, as agreed to in 
the exchange of cor respondence between Brig. Gen. Phillips W. Smith 
and H. H. Curtice on April 25 and May 9, 1951. Copies of these 
letters have been filed with your committee. Your attention is di- 
rected to the statement in Mr. Curtice’s letter to General Smith, dated 
April 25, 1951, reading as follows: 

All contract bids will be subject to redetermination and it is my understand- 
ing that we will benefit to the extent savings are accomplished through good 
performance. 

Fixed price contracts are negotiated on the basis of estimated 
costs plus a bid profit rate. Once the fixed price is established the 
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contractor has an incentive toward greater efficiency, lower costs, 
and prices. This incentive is increased profit. ‘The Government re- 
ceives the advantage of the lower costs through reduced prices in 
future price redeterminations and additional procurements. 

Accordingly, in negotiating a fixed-price contract the contractor 
“eontemplates”—not a specific profit—but rather such profit as he 
is able to earn through efficient operations. At the same time, the 
Government “contemplates” receiving lower prices if the contractor 
is efficient. If the contractor is not efficient, he may receive less profit 
than the bid rate would produce. 

The GAO report summarized the items questioned by the auditor. 
These items total $8,322,000. However, the total amount by which 
forward prices were reduced by negotiation between the Air Force 
and BOP substantially exceeded the amount by which the report 
claims that the estimated costs as submitted prior to redetermination 
were overstated. 

You will recall that as early as September 1955 General Motors sup- 
plied detailed cost and profit data on the F-84F contract to your 
subcommittee in connection with your investigation of the entire 
airframe industry. 

We are certain that an examination of the complete record will 
confirm that General Motors’ prices on this contract and the profit 
accruing from it were fair and reasonable, and that our production 
performance—attended, as it was, by extremely difficult conditions— 
was outstanding. 

Mr. Courtney. There is an additional statement. 

Mr. Gorpon. Mr. Chairman 

Mr. Hésert. You want to continue your supplemental statement at 
this time ? 

Mr. Gorpon. Yes. 

Supplementing the statement which I have presented to this com- 
mittee, I would like to address myself to the testimony of the staff 
presented here yesterday. 

For background purposes I would like to quote from section 
3-801.4 of Air Force Procurement Instructions entitled “Cost, Profit, 
and Price Relationships” as follows: 





(a) Under fixed-price-type contracts, including redeterminable and incentive 
type, prices are to be negotiated, net cost plus profit. In many cases a break- 
down of price into cost and profit elements may be necessary in the negotiation 
process. A negotiated price is the basis for reimbursement to a contractor, 
under fixed-price-type contracts; allowable costs are the basis for payment 
under cost-reimbursement type contracts. A negotiated price, once firm, be- 
comes an obligation of the Air Force, it is the amount of money the Air Force 
is legally obliged to pay. Fixed-price contracts should specify, therefore, only 
price and never elements of cost. 

(b) Price is comprised of estimated cost and profit. The cost of the Air 
Force, or the price it pays, is the sum of contractors real or estimated cost 
plus a profit, or in some cases merely a portion of the seller’s cost if he is 
willing to sell on that basis rather than forego a sale. Profit is only one 
element of price and normally represents a much smaller portion of total price 
than do other elements of the price, such as labor and material. While, in the 
public interest excessive profits are to be avoided wherever possible, the con- 
tracting officer should also avoid the pitfall of excessive preoccupation with such 
elements of price as overhead and profits to the detriment of the total price. 


Section 3-802.4 entitled “Negotiated Prices Versus Actual Cost and 
Profit” points out that negotiated prices and considerations of esti- 
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mated costs and profits should be distinguished in the negotiation 
process from actual or realized costs and profits. This section reads 
as follows: 

(a) Negotiated prices and considerations of estimated costs and profits 
should be distinguished in the negotiation process from actual or realized costs 
and profits. Either element of price is at best only an approximation for costs 
and profits are dynamic and cannot be measured precisely at any one time 
but may only be approximated during a given period of time. Air Force 
procurement is primarily concerned with the negotiated price, and only secon- 
darily with the realized cost and profit. Most of the discussion in this instrue- 
tion is directed to estimates of cost and profit and to negotiated prices. 

(b) A negotiated close price is one that both parties to a contract may Con- 
sider fair and reasonable under the circumstances. From the point of view of 
the contracting officer, it may represent a fair approximation of the vendor’s 
anticipated cost and reasonable profit for performance of the contract, unless 
the price has been established in the market where competition may be relied 
upon to establish reasonable prices. From the seller’s point of view, a negotiated 
price normally is one that he anticipates will cover costs and result in a fair 
profit, unless under a short-run competitive situation he is willing to forego 
profit and recover only certain costs, such as factory costs, rather than accept the 
alternative of no sale. Neither the contracting officer nor the seller can be Cer. 
tain that these anticipations will be realized in the course of contract performance 
and the selljer will realize the estimated profit only if future costs approximate 
projected costs, 

These are realistic considerations which the negotiators have in 
mind when they undertake to negotiate a contract price. Too often 
they are forgotton or overlooked when the contract price is restudied 
after the contract is completed. Hindsight makes no provision for 
contingencies. 

Referring now to the redetermination of price for the third segment 
of 300 pl mes, on February 3, 1955, BOP submitted a propo sed unit 
price of $293,160 and supporting data. T hi 11s proposed price was based 
on BOP’s actual costs through December 1954, and its estimate of costs 
for the balance of the contract, except that costs for the fuselage sec- 
tion produced by Fisher Body division were as of October 31, 1954 
when the second segment was completed. Therefore an evalu: ation of 
this proposed price as a submission should be made on the basis of cost 
experience through December 1954, not the cost experience into March 
1955. 

When price redetermination negotiations commenced in March, 
BOP expected that it would complete the contract 1 month earlier than 
scheduled. Accordingly, it proposed a reduction of $5,000 in the pro- 
posed price, to $288,160. 

This price proposal contemplated a cost on the forward fuselage sec- 
tion produced by Fisher body in an amount of $44,017. (This price of 
$44,017, plus $1,257 for added parts furnished by F aun Body, repre- 
sents the total of $45,274 to which reference has been made in previous 
testimony.) At the time this cost estimate was prepared, the latest 
actual costs available represented the month of October 1954, at 
which time the actual cost was $44,794. In establishing this cost esti- 
mate, consideration was given to actual experienced costs as well as 
anticipated schedules and cost estimates required to build the re- 
maining 300 units which would permit the completion of the last 300 
complete planes by August 1955. 

Mes » the z ‘orce had as see Fisher Body division’ 

Meanwhile the Air Force had asked to see Fisher Body division’s 
current costs. Since Fisher Body division had delivered most of their 
units, pricing of this item on the basis of costs could in effect result 
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in a price to General Motors, at least with respect to this item, on a 
cost plus a percentage of cost system which is forbidden by the Armed 
Services Procurement Act of 1947. However, BOP representatives 
requested Fisher Body division to develop a price for the fuselage on 
the basis of units delivered through February 1955 and an estimate 
of the costs for the balance of the units. As a result, a revised cost 
estimate of $38,970, based upon actual costs then available for 270 
units plus an estimated cost for the remaining 30 units, was sub- 
mitted in negotiations. Thereafter in the negotiations, the $5,000 
reduction in the estimated price for the fuselage was reflected in a 
reduced proposed price for the airplane. 

Yesterday’s testimony criticized the direct labor hour content of 
17,250 hours per airplane contained in BOP’s original proposed price 
of $293,160 per plane for third segment planes. 

This estimate was based upon BOP’s experience through December 
31, 1954. The actual number of direct labor hours per plane in the 
month of December 1954, was 17,420. 

The record should be clarified on this point. 

No price was negotiated on the basis of direct labor hours of 17,250 
per airplane. 

Based on January and February 1955 experience, BOP proposed 
a price contemplating direct labor hours of 16,000 per unit. This was 
slightly higher than the 15,700 direct labor hours for January 1955 
mentioned in an Air Force audit report. BOP disagreed with this 
finding. 

In the negotiations of March 1955, BOP’s latest experience justi- 
fied its proposal of a price including a direct labor content of 14,500 
hours. 

A price of $271,165 was ultimately negotiated. In commenting on 
the direct labor content in the neg gotiated price, the Air Force minutes, 
as presented to your subcommittee on August 15, stated as follows: 
In view of this firm conviction concerning labor hours a unit average of 13,050 
was applied in developing the Government’s concept of a fair and reasonable price 
for this group of airplanes. In the price finally negotiated there are 13,050 
hours per unit. This reduction of 4,200 hours per unit from contractor’s original 
asking price amounts to a total of 1,260,000 hours, or 25 percent. 

There is no substantial disagreement between the above explana- 
tion of the direct labor hours in the Air Force analysis of the nego- 
tiated price and BOP’s data. 

The staff also presented its position with respect to the burden con- 
tent in the price. Burden includes indirect labor and supervision, 
supplies, expenditures relating to buildings, machinery and equipment, 
etc., necessary to maintain the basic organization as long as the opera- 
tion continues. These items are not necessarily related to the level 
of production attained. 

An organization must be retained during interim periods of low 
production if future schedule requirements are to be met. Otherwise, 
a contractor must bear the additional cost and delay of rebuilding an 
organization necessitated by a return to higher production. 

BOP’s estimate of burden was developed on the basis of the aggre- 
gate of expenditures for individual departments comprising the over- 
head organization necessary to produce the contract schedule. ‘The 
amount included in the price proposal of February 3, 1955, was $72,176 
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per plane, and was compiled on the basis outlined. This estimate of 
$72,176 per plane, or a burden rate of 207 percent, was reduced, with 
the price reduction proposed at the commencement of negotiations, to 
approximately $69,368 per plane. 

The burden in the price proposal was based on the production 
schedule in the contract. By the time the negotiating session took 
place, BOP recognized the probability that produce tion would run out 
a month ahead of schedule which reduced the burden estimate to 
$67,000 per plane. The burden rate at this point was 258 percent. 

With the elimination of the many unfavorable factors, BOP ran 
out the schedule 3 months ahead of contract commitments and devel- 
oped an actual burden rate of 199 percent. 

At the hearing yesterday, counsel for the subcommittee cited data 
on profit margins of manufacturers in the aircraft industry. He 
pointed out that for the period 1952-55, BOP’s profits on sales of 5.4 
percent after taxes earned on the entire contract exceeded those of 
other manufacturers. 

As you know, another measure of profit—and most significant in 
this instance—is percent return on the manufacturer’s own assets 
employed in the business. 

You will be interested to know that in this same period—1952-55— 
the annual rate of return on the General Motors assets employed in 
the F-84F contract was approximately one-half the annual rate earned 
by 12 leading aircraft manufacturers, based upon published annual 
reports of these companies. 

As we pointed out in my prior statement filed with the subcommittee, 
the BOP investment was substantial in relation to the size of the 
contract. 

The lower rate of return reflects this as well as the fact that our 
F-84F production was financed with our own funds, without advances 
or progress payments from the Government. In contrast, many of 
the other companies have received large advances or progress pay- 
ments from the Government. 

In conclusion, I wish to express my appreciation to the committee 
for the opportunity of presenting the General Motors position on this 
matter. 

Mr. Hesert. Thank you very much, Mr. Gordon. 

I may say that I am sure that each member of the subcommittee, as 
well as the American public appreciates the magnificent job which 
General Motors did in connection with the war effort and which has 
been so vividly outlined in your comprehensive statement. 

I am sure you will be the first to admit that in doing this grand job 
you were only keeping in step with the other great American indus- 
tries in this country, you were only keeping in step with the magnifi- 
cent contribution which labor made, and you will also recognize the 
contribution that was made in lives by those who fought the war. 

Mr. Gorpon. Thank you, Mr. Chairman. 

Mr. Héserr. So while I commend you for having done what was 
your duty to do, I don’t want to overlook the fact that General 
Motor’s job was not unusual any more than any other American who 
contributed to the victory in the war. Each deserves his own credit. 

Mr. Gorpon. Yes, sir. 

Mr. Héserr. So I don’t think there is anything significant or sin- 
gular in the part that General Motors pl: iyed, except allied with what 
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everybody else did. And if other industries couldn’t do as good a 
job as General Motors, it was because they lacked the efficiency and 
know-how of General Motors; and General Motors, in its neanliiana 
position in American industry—I think it receives 6 percent of our 
income—nothing less would have been expected from them. 

Now turn to page 4. 

Mr. Cunnincuam. Of the main statement or the supplementary ? 

Mr. Héserr. Of the main statement. I just want to make a few 
comments, because I want the other members of the committee to 
have an opportunity. 

On page 4, under “B,” I will read your statement: 


To make price reductions applicable to products already delivered, as well as 
for future delivery as cost reductions materialize. Our policy to make price 
reductions as cost reductions materialize saved the Government and taxpayers 
a substantial sum. The fact fully validates the soundness of the fixed-price 
approach, in our judgment, as to its efficiency from the standpoint of the Gov- 
ernment and the taxpayer. 

This approach retains the incentives that promote efficiency in normal com- 
mercial operations. 


Now, Mr. Courtney, will you read the reply of General Motors to 
the General Accounting Office in connection with the repeated re- 
quests made by the General Accounting Office for a return of what 
the General Accounting Office describes as excess profits on this 
contract ¢ 

Mr. Courtney. One moment, Mr. Chairman. This is appendix C 
of the General Accounting Office’s pamphlet. A letter under Gen- 
eral Motors’ stationery, signed by Mr. John F. Gordon, dated June 
18, 1957. Quotation: 


Your letter of May 22, 1957, to Mr. Harlow H. Curtice, president of General 
Motors Corp., together with a draft of the proposed report to Congress result- 
ing from your review of contract AF33(038)-—18503 for F-84F aircraft has been 
directed to me for reply. I appreciate the opportunity to submit our comments, 
inasmuch as the draft of the proposed report to Congress contains only a par- 
tial account of the contractor’s performance and should be revised to reflect 
the total picture. The fact that you submitted this for our preliminary review 
indicates that you, too, are interested in presenting to the Congress the com- 
plete account. 

Proper emphasis must be placed on the fact that the above contract was a 
fixed-price contract, containing a price-redetermination provision. Mandatory 
repricing points were established at the delivery of the 71st plane and the 299th 
plane. In addition, either party had the right to make a further demand at 
intervals of not less than 90 days after the effective date of any prior demand. 

The absence of a demand by either party under this repricing option is indica- 
tive of the competitive reasonableness of the prices negotiated. The after-the- 
fact criticism of these negotiations in your report completely overlooks the fixed- 
price aspects of this contract. The parties discussed cost elements but directed 
the negotiations toward a contract price. Unless the proposed report departs 
from this strict cost approach, it will not reflect the manner in which the price- 
redetermination provisions of the contract were given in effect. Any discussion 
of this contract should take into consideration the fact that General Motors Corp. 
financed its participation in this program with no recovery of the funds employed 
until planes and spare parts were sold. From February 1951 until June 1953, 
General Motors’ investment grew to a total of $93,464,000 before billing the Gov- 
ernment. The unrecovered expenditures reached a peak of $135,846,000 in May 
1954. Billings did not offset aggregated expenditures until March 1955. 


There follows a more detailed analysis. 
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Mr. Héserr. I want that part, Mr. Courtney, where they refused 
to return the $1,700,000 because it was an internal policy of the com- 
pany, or an internal decision made. 

Mr. Gorvon. Mr. “er man—— 

Mr. Héperr. Wait. Let’s do this first. 

Mr. Courtney. I will have to get that letter, if I may be excused a 
minute, Mr. Chairman. 

Here, I read, Mr. Chairman, from a letter to General Thurman, 
which is appendix D in the General Accounting reports, and the last 
paragraph. ‘The letter is dated October 25, 1956. The letter is signed 
by Mr. Gordon. 


In view of the foregoing, we are unable to find any basis for any misunder. 
standing of the facts on the part of any of the parties participating in the price. 
negotiation conference. Furthermore, inasmuch as the terms of the contract 
required that the negotiations were to be had on the basis of price, not on the 
basis of segregated cost elements, and the procedure followed at the conference 
conformed to this agreement, there was no deviation from contract terms or from 
negotiated principles. Under the circumstances, our review of this matter reveals 
no basis for any refund to the Air Force under this contract. 


Mr. He&zert. Now, Mr. Gordon 


Mr. Cunnincuam. Would you read that last again, please? 
Mr. Courtney (reading) : 





Under the circumstances, our review of this matter reveals no basis for any 
refund to the Air Force under this contract. 

Mr. Cunnincuam. And that was in reply to a request for? 

Mr. Courtney. That was in reply to an Air Force letter, and it is 
directed to General Thurman, who is Deputy for Procurement. 

Mr. Héverr. What date was that, Mr. Courtney ? 

Mr. Courtney. October 25, 1956. 

Mr. Héserr. Mr. Gordon, in view of your statement, that it is the 
policy “to make price reductions, applicable to products already de- 
liv — as well as to future deliveries,” what is your policy ? 

Mr. Gorvon. Our policy is as stated. 

I would like to say that upon receipt of each request for a refund, 
General Motors very carafally and thoroughly examined all the 

aspects of the case. 

The request for a refund in this particular case is based upon an 
internal policy of General Motors. It was agreed between the parties 
that the contractual obligations did not require a refund, or the legal 
obligations of the contract did not require a refund. 

Mr. Cunnincuam. Mr. Chairman, might I interrupt for a question ? 

You made a statement there that, to me, is very important, that it 
was agreed between the parties. Just what was the agreement be- 
tween the parties as to when a refund could be negotiated or called 
for? Did I misunderstand you? Was there any such agreement? 

Mr. Gorpon. Yes; you misunderstood me. 

Mr. CunnrncHam. You used the word “agreement” or “agreed.” 
What I am trying to get at is what were the ground rules, to begin 


with, that the committee can use as a basis to decide the question 
before us. 
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Mr. Gorvon. The ground rules are covered by the contract under 
which the airplanes were produced and the renegotiation law under 
which these contracts can be renegotiated by the Renegotiation Board. 

In the case of these particular requests originating or coming to 
General Motors, I say the first request was pursuant ‘to our internal 
policy, alleged internal policy, of 125 percent of bid rate, of return 
toa contractor, if the actual profit to the corporation exceeded 125 per- 
cent of the bid rate. It was not a contractual item, as far as the con- 
tract was concerned. 

Mr. Hésert. Now, Mr. Gordon, in that connection, let me make 
myself very clear. At no time do I want to indicate to you that I 
challenge your legal rights. 

Mr. Gorvon. Yes, sir. 

Mr. Héerr. I think that you have certainly acted within the law. 
I do not believe that General Motors has acted without the law. You 
have acted within the law. 

Mr. Gorpon. Yes, sir. 

Mr. Héverr. But I cert iinly do believe your position is demanding 
your pound of flesh within the law, which General Motors has done 
in this one particular instance, where actually $1,700,000 overcharged 
on an item, on an assembly, which was later dev eloped, and later re- 
vealed, and which I understand General Motors position was, in pre- 
senting the invoices on this particular item, that the Government 
could have found the true value or the true costs if they had only 
looked for it. 

Not having looked for it, the $1,700,000 overcharge was made. And 
General Motors insisted on its legal position of staying within the 
letter and terms of the contract and refusing to return the $1,700,000. 
And in this connection let me say further that it is the information 
which I understand—my attention has been called to the fact that the 
General Accounting Office did challenge the legal validity of this 
claim, and at the moment it is in conference with the Justice Depart- 
ment to determine what legal action can be taken. 

Mr. Gavin. Is that right? Do you know that it is in the hands 
of the United States Attorney General for legal action? 

Mr. Héserr. Not in hishand. They are conferring with the Justice 
Department. 

Mr. Gavry. Oh, they are conferring. You said it is in the hands of. 

Mr. Heserr. They are conferring. 

Mr. Gavin. Conferring is differ ent. It is different from being in 
the hands of. 

Mr. Héserr. I thought I made myself clear. 

Mr. Gavix. You didn’t make yourself clear with me on that point. 

Mr. Hépnerr. The General Accounting Office has gone to the Justice 
Department to ascertain its legal position, and this was also indicated 


in the original statement by the General Ac counting Office to the com- 
mittee. 
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Now 

Mr. Gorpon. Mr. Chairman. 

Mr. Hépert. Yes, sir. 

Mr. Gorvon. May I interject a few words here ? 

Mr. Héserr. Certainly. 

Mr. Gorpon. Relative to your question. 

At the time request came in for the return of this $1,700,000, our 
business, our defense-business reports had already been filed with the 
Renegotiation Board for the entire year of 1955, including the ques- 
tionable $1,700,000 refund in this case. 

This material had already been prepared and placed before the 
Renegotiation Board. 

There has been no action taken by the Renegotiation Board in rela- 
tion to the business for that year. 

Mr. Hésertr. Now, I was coming to that next. 

On page 5 of your statement—and reaffirming which you just said 

now— 
Further than that, defense sales are subject to the Renegotiation Act of 1951. 
The act provides that in determining the reasonableness of profits, the Renego- 
tiation Board must give favorable recognition to the efficiency of the contact, 
with particular regard to the attainment of quantity and quality of production, 
reduction of costs and economy in use of materials, facilities, and manpower. 

Now, Mr. Gordon, don’t you know it to be a fact that the Renegotia- 
tion Board can’t determine this contract as an individual contract! 

Mr. Gorvon. Yes, sir, although all the facts 

Mr. Héperr. Then why did you make a statement that— 





Further than that, defense sales are subject to the Renegotiation Act of 1951— 


leaving the impression that the Renegotiation Board can recover, in 
reference to this particular contract, when, as a matter of fact, they 
can’t? Isn’t that a fact? 

Mr. Gorpon. No, sir; that is not a fact. 

Mr. Héserr. What is the fact ? 

Mr. Gorvon. The Renegotiation Board goes over the entire Gen- 
eral Motors business. 

Mr. Héserr. That is right. 

Mr. Gorvon. This contract is an integral part of that business. 
And all the detail, the profits, and all the rest of it, applicable to this 
contract, have been included in the summary of the overall corpora- 
tion business of General Motors as it relates to defense procurement. 

Mr. Héserr. That is right. 

Mr. Gorpvon. And it is in the hands of the Renegotiation Board. 
The details of this contract are in the hands of the Renegotiation 
Board. I would like to repeat the statement that I made. 

As previously indicated, the F—-84F contract— 
this is page 28— 
is subject to the Renegotiation Act of 1951. Profits on the F-84F contract have 
been included in the overall profits on defense business General Motors has 
reported to the Renegotiation Board for each of the years during the life of the 
contract. The renegotiation proceedings have been completed through 1954. 
Most of the F—S4F fighter plane deliveries took place in 1955. The required 
reports for that year as well as 1956 have been filed with the Renegotiation 
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Board, but proceedings have not been completed. The Board will review profits 
on this and other contracts and may negotiate any refund considered appropri- 
ate. 

Mr. Hénerr. I appreicate your reading that, because I was going 
to come to that later on, and ask you to read that, again, for emphasis. 

Mr. Gorpon. Yes, sir. 

Mr. Héverr. So we come back to the same position, that as a matter 
of fact, this particular contract cannot be renegotiated as an indi- 
vidual contract ? 

Mr. Gorpon. That is correct, yes, sir. 

Mr. Héverr. But the impression is left in the testimony 

Mr. Gorvon. Not as an individual contract, but certainly as an item, 
as a very strong part of the entire corporation’s business for that 
year, all of which is renegotiable. 

Mr. Héserr. That is correct. I admit that. But there is no legal 
grounds for renegotiating or recovery any one of this $17 million plus, 
which the General Accounting Office said you received in overprofits, 
on that contract. It must be included in all other contracts? 

Mr. Gorpon. Yes. 

Mr. Héverr. Which would dilute losses in other areas? 

Mr. Gorvon. That is right. 

Mr. Héserr. That is correct. 

Now, page 18. 

Mr. Rivers. Of course, Mr. Chairman—may I interject there? Ir- 
respective of this or any other contract, that is the weakness in the law 
which we put on the books. 

Mr. Hévertr. Well, we are not discussing, Mr. Rivers, the weakness 
of the law. There are a lot of weaknesses in the laws. I am just try- 
ing to find out what the fact is and don’t want—— 

Mr. Rivers. I have always complained about that section of the Re- 
negotiation Act. 

Mr. Hésert. That is correct. I am just pointing out now that I 
don’t want anybody to get the impression by the usage of this lan- 
guage that this contract can be negotiated as an indiv idual contract. 

Now page 18: 





Experience has demonstrated again and again that the fixed-price contract pro- 
vides the greatest incentive for cost savings. 

Cost savings to whom? The Government or General Motors, or 
the private contractor ? 

Mr. Gorvon. To the Government and the taxpayers, primarily. 

Mr. Heéserr. Well, in this particular case the cost savings—your 
efficiency was certainly amplified and certainly evident, but on the 
very cost of the product the Government was called upon to pay $17 
million more than it should have paid for the particular item. 

Mr. Gorvon. There is basic disagreement. 

Mr. Héverr. Well, express your disagreement. I want you to. 

Mr. Gorpon. On the $17 million item, that it isexe essive cost. + eee 
again, if you refer to the statement as made this morning 

Mr. Heserr. Excessive—I meant overpayment. 

Mr. Gorvon. Excessive profits. 
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Mr. Héserr. Excessive profits, put it that way. But still the $17 
million plus is reflected in what the taxpayer has to take out of the 
pocket. 

Mr. Gavin. Yes, but what about the contract General Motors has 
with the Air Force at the time which permitted them, according to his 
statement here, at least up to 8 percent. They come in here and they 
have a profit of but 5.4 percent. Let’s be fair about this. 

Mr. Bares. That is after taxes. 

Mr. Gavin. After taxes, right. 

Mr. Hésert. They did not—we will correct that right now. 

Mr. Gavin. Well, we correct it here, if you will permit me to read 
here. If the gentleman would yield. That letter here to Mr. Camp- 
bell from General Motors— 

The proposed report contains certain of the data or information previously sup- 
plied by the contractor. However, I believe that a more complete and more 


accurate account will be presented if the following information is also in- 
cluded : 


1. In footnote C, on page 2, a statement is made that a profit rate of 8 percent 
was agreed upon at the time that this contract was placed, and that the price 
negotiated included a contemplated profit of not more than 8 percent. There 
was no agreement or comitment of any kind that the contractor was to be limited 
to a profit of 8 percent on the actual cost, nor was the contractor guaranteed 
any percentage of profits on cost or protected against a loss on the contract. 

Yesterday you said—counsel said what called his attention to this 
particular aircraft manufacturer was that they had a profit of 11.3. 
But you did not add that this 11.3 percent on sales before income 
taxes, which gave them a net of 5.4, which, according to the agreement 
they had with the Air Force, was within reasonable bounds. 

Mr. Hésert. Are you finished ? 

Mr. Gavin. Correct. I am finished. 

Mr. Hésertr. Now, Mr. Gordon, at page 18, near the bottom of the 
page, it says: 


However, it does not guarantee any profit nor protect against losses. 


Now, as a matter of fact, this contract did guarantee you a profit, at 
an estimated 8 percent, and that was the approach and understanding, 
that you would negotiate the contract on the basis of an 8 percent 
profit. At no time in this contract were you subject to any losses. 

Mr. Cunntneuam. Mr. Chairman, would you yield there? 

Mr. Hezerr. Yes, but 

Mr. CunnincHam. I am just concerned. If it had guaranteed 
them 8 percent, how did it happen they only got 5.4 percent ? 

Mr. Bares. That is after taxes. 

Mr. Cunnincuam. Was the 8 percent to be before or after taxes? 

Mr. Hésert. The 8 percent was to be before taxes. 

Now, in that connection, what have you to say, Mr. Gordon ? 

Mr. Gorpon. Suppose the costs went up on some of these items and 
it had resulted in a loss, would there have been an 8 percent profit? 

Mr. Hésert. You, by your own testimony, had 90 days in which 
to protest, for a redetermination again. 
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Mr. Gorvon. After a period of 90 days we could have asked for a 
price redetermination ; yes. 

Mr. Heserr. You certainly could. 

Mr. Courtney. Not oftener than 90 days. 

Mr. Héserr. Not oftener than 90 days. You were protected at 
oe 

Mr. Gorvon. Not retroactively, no, sir. After the first segment 
there was no retroactive pricing allowed. 

Mr. Héesert. We are not talking about the first segment. We are 
talking about the third segment. 

Mr. Gorvon. That is the point, sir. 

Mr. Héserr. That is the point. And you make capital of the fact 
that if the Air Force felt it had been outnegotiated or had agreed to 
a price higher, they had 90 days to come in and make a claim. 

Mr. Gorpon. No, no. The price could not be retroactive in any 
segment after the first segment, then only prospective forward pricing. 

Mr. Hénerr. We will come to that later. Now, in connection with 
the 8-percent agreement, you had no such agreement ? 

Mr. Gorvon. No, sir. 

Mr. Héserr. Mr. Courtney, will you read from the minutes of the 
Air Force? 

Mr. Rivers. No such agreement for what? 

Mr. Héverr. For 8 percent profit. 

Mr. Gorpon. Eight percent profit. 

Mr. Hérerr. Wait. Let us get this now. 

Mr. Gavin. It is getting 20 minutes to 12. We are going to the 
floor of the House. 

Mr. Heserr. Read, Mr. Courtney. 

Mr. Courtney. Mr. Chairman, paragraph 20 of the negotiators’ 
notes reads, in the first sentence, as follows: 

A profit rate of 8 percent was agreed upon at the time this contract was 
placed. This is a normal profit rate for a procurement of this type. The nego- 
tiated price of $271,165 per unit includes a profit factor of not more than 8 
percent, based on the Government’s concept of a realistic cost. 

Those are negotiators’ notes, Mr. Chairman. 

Mr. Hépserr. I know. 

Is that a true statement, Mr. Gordon ? 

Mr. Gorpon. It is a true statement as stated there, yes; yes, sir, but 
if we take a look at the nomenclature, it speaks of profit rate, not an 
agreed-upon rate of profit for us. 

[ think the letter very clearly states the conditions that surround 
this 8 percent, and that is that that is a bid profit rate, a going-in 
rate, and not a profit rate for profit by the corporation, but for pricing 
purposes, not a limiting factor. There was no limitation anyplace 
put upon profit rate on this contract. 

The 8 percent factor is the bid rate going in for pricing purposes 
only, and the ¢ orrespondenc e between Mr. Curtice and General Smith 
at the field outlines that very distinctly. 
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Mr. H&serr. You read one sentence, I think, from Mr. Curtice’s 
letter, didn’t you? 

Mr. Gorvon. That is right. 

Mr. Heéserr. And that indicated the general approach, but did not 
eliminate any agreement at the negotiating table ¢ 

Mr. Gorvon. That is right. 

Mr. He&serr. So, then, the Air Force has properly stated that it 
was agreed that the approach would be made on an 8 percent basis? 

Mr. Gorpon. On a bid rate basis, specifically on a bid rate baisis, 
for pricing purposes only. 

Mr. Heserr. But this was not a bid rate purpose. This was 
negotiating a price. 

Mr. Gorvon. No; it was an actual bid on that basis. I mean, after 
all, what is a redetermination of price, except—— 

Mr. Héserr. Who were you bidding against? You weren’t bidding 
against anybody. You were coming to an agreement with your sole 
outlet. 

Mr. Gorpon. It is still a bid on our part. The redetermination 
group did not have to take it, And I think if you study the minutes 
of the redetermination meetings you will find that in a big percentage 
of the cases they did not take those bids. 

Mr. Heéserr. Of course they didn’t take them. General Motors 
says “You can take this or else.” 

Mr. Gorpon. No, no. They redetermined the prices considerably 
lower than we went in. We were actually bidding under those bases, 

Mr. Bares. Mr. Chairman, will you yield on that point ? 

Mr. Gorpon. At the redetermination meeting. 

Mr. Bares. Do I understand, Mr. Gordon, that that was a guide- 
line before the fact, and not an assured profit after the fact ? 

Mr. Gorpon. Absolutely. 

Mr. Rivers. That is what I have been trying to get the chairman to 
let me bring out. 

Mr. Bares. That is your interpretation of that statement. 

Mr. Gorvon. There is no question on that. It is a bid rate of profit 
for pricing purposes only. It was equally true of the redetermination 
meetings as well as the original. 

Mr. Heéserr. Of course, if you are going to refer back to the regu- 
lations that you read yg on the Renegoti: ation Board—— 

Mr. Gorpon. Yes, Sl] 

Mr. Héserr. You re: sites that one paragraph it says one thing, and 
in another paragraph it says another thing. I am just commenting. 
i don’t want to belabor that. But I just want to say—one place you 
say profit shall not be in the price, and the next thing—there i is a most 
amazing statement there, that the Government is not—in the supple- 
mentary statement, on page 2, it says: 

The Air Force procurement is primarily concerned with the negotiated price 
and only secondarily with the realized cost and profits. 
which is a most amazing statement. However, I will not belabor that. 
You are not interested. “Just get the price, whether it is good, bad, 
or indifferent. Never mind how much it costs the Governme nt. 


CoS en RENEE RNS 


> ee 


ice’s 
not 


it it 
sis? 


Isis, 
was 


fter 


ling 
sole 


tion 
utes 
Lage 
tors 
ibly 
Ses, 
ide- 
n to 
rofit 
tion 
20 
and 
ing. 
you 


nost 


ple- 


price 


hat. 
bad, 


STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 2733 

Now, on page 23 is something that confuses me a great deal. Down 
at the second paragraph of that page, this sentence is used : 

The word “firm” is not used in the sense of actual but rather as being fixed. 


1 frankly can’t—it reminds me of the shell game, the 3 shells, 1 under 
“firm,” 1 under “actual” and 1 under “fixed,” and you find out where 
the bean is. 

In this case the Government, under that concept, would have to find 
where the best price was, under which shell. What do you mean by 
that sentence ? 

Mr. Gorpon. We have, as indicated here in the purchase orders sub- 
ject or applicable to this contract, many firm prices on a single pur- 
chase order, applicable to different times, engineering changes, and 
other factors that affect it. But there are many firm prices on each 
purchase order, as indicated by the data that I have given you this 
morning. 

Mr. Héperr. In other words, what you mean to say: If you present 
a firm price, the negotiator sitting opposite the General Motors nego- 
tiator is not to assume that that is the actual or real price; firm 
doesn’t mean what an ordinary layman would accept as firm—it means 
something else ? 

Mr. Gorpon. It means it is fixed, as far as that purchase order is 
concerned, applicable to the specific items on that purchase order, as 
to quantities, and so forth 

Mr. Héserr. That is firm price ? 

Mr. Gorpon. Yes. 

Mr. Hépverr. That would be reflected in the item of the $1,700,000? 

Mr. Gorpon. But it is subject to change at a later date because of 
revisions, changes, redetermination or any other factors that come 
into that. 

Mr. Héverr. But if it is changed at a later date, what happens 
then ¢ 

Mr. Gorpvon. It is a firm purchase order at that time, too, as of that 
date, and with the provisions applicable to it. 

Mr. Héserr. All right. Now, if you are in that situation where 
the price does subsequently change, what is the position of General 
Motors, then? Do they come in and say, “Well, this price has 
changed, it has become an actual price, instead of a firm price now”? 

Mr. Gorvon. No, it is still a firm price. 

Mr. Héserr. And you do not reveal that ? 

Mr. Gorpon. Oh, yes, we reveal that. 

Mr. Héserr. You do reveal it? 

Mr. Gorvon. As we stated repeatedly here, all purchase orders are 
covered with the Air Force. Their approval is secured verbally prior 
to issuance to a supplier. Before it is actually issued to a supplier in 
writing, they sign each copy of the purchase order of over $25,000. 

Mr. Héserr. Let me understand. Let me state the case. 

Mr. CunnincHam. Will the chairman yield? 

Mr. Héserr. Let me continue. 
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If you have a statement presented to your negotiators on “X” num- 
ber of dollars on a firm price which you legitim: ately and validly incur 
in the opening of the contract—— 

Mr. Gorvon. That is right. 

Mr. Heéserr. That was a firm price? 

Mr. Gordon nods. 

Mr. Heéserr. However, subsequent to that firm price the figures 
were changed and you had an actual price, what would you present to 
the negotiator, the so-called firm price or the actual pr ‘ice 2 

Mr. Gorpon. That comes in the conference in redetermination, in 
which the prices and the data supplied there is still subject to redeter- 
mination by the negotiators. 

Mr. Heésert. I haven’t asked you that, Mr. Gordon. I have ask you 
this 

Mr. Gorpon. But—— 

Mr. Héserr. I think it is a very simple question. If you order a 
glass, a dozen of these glasses [indicating], to deliver to me at a firm 
price—— 

Mr. Gorpon. Yes, sir. 

Mr. Hépvertr. Which you originally engaged in the contract. 

Mr. Gorpon. Yes, sir. 

Mr. Heserr. However, when you come to me to redetermine the cost 
of that glass, you have actual figures? 

Mr. Gorpon. Yes, sir. 





Mr. Hé&serr. In your possession which are lower than the original | 


firm figures? 

Mr. Gorpon. Yes. 

Mr. Héserr. Which figure would you present to me as the basis 
of negotiation, or on the basis of negotiation ? 

Mr. Gorpon. It doesn’t operate on that basis. 

Mr. Héererr. Well, that is what I am trying to find out, what you 
mean by that sentence. 

Mr. Cunnincuam. That is the purpose of my question, Mr. Chair- 
man. 

Mr. Héserr. What does he mean by the sentence? 

Mr. Cunnincuam. I think, Mr. Chairman, there is no ambiguity in 
the gentleman’s definition of the word “firm” in here. I can under- 
stand this very clearly, I think. There i is nothing wrong about it. 

Mr. Héperr. Yes, but he s: uys “actual.” Iw ant to find out what he 
brings to the table. 

Mr. CunNINGHAM. He is defining the manner in which the “firm” is 
determined by the trade. He is dealing here with the representatives 
of the Air Force. 

As I understand his testimony, it means that they both understood 
that firm did not mean actual. 

Mr. Hépert. Actual. 

Mr. Cunntncuam. But rather fixed and they understood it. Am 
Tright or wrong, Mr. Gordon, on that ? 

Mr. Gorvon. You are right. There is also an understanding that 
there are many different prices on that one purchase order. 

Mr. Hésert. What do you bring into the table, is what I want to 
know, for the negotiation, the firm or actual figure ? 
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Mr. Gorpon. We bring the whole thing; the entire thing to them. 

Mr. Hésert. Do you call that to the attention of the negotiator, that 
the price is changed, upward or downward ? 

Mr. Gorvon. The price isn’t changing at that time. The price is 
recorded right on the purchase orders and also on the estimated 
material list. 

Mr. Héserr. That is correct. 

Mr. Gorvon. That is furnished. 

Mr. Hésert. When you go to that table, that negotiating table, and 
price has changed, either upward or down, what figure do you present 
to the negotiator, which of the two, the firm or the actual cost? 

Mr. Gorvon. They are the same under those conditions. 

Mr. Héserr. Supposing they were different, then? Why go into an 
explanation if there is not difference in them ? 

Mr. Gorpon. I think—counsel indicates here he thinks there is con- 
fusion on the estimated material-cost factors. 

Mr. Héeert. No; there is no confusion. I am asking you a simple 
question. Which price do you bring to the negotiating table? 

Mr. Gorvon. We bring to the negotiating table the prices which are 
applicable to the products at that time, and an estimate as to future 
costs. 

Mr. Héserr. Allright. But if you have actual figures, up or down, 
which do you bring to the negotiating table and direct the attention 
of the negotiator to? 

Mr. Gorpvon. We don’t direct the attention of the negotiators to the 
items. The negotiators direct their own attention to the items. 

Mr. Heésert. You are supposed to bring accurate figures to the 
negotiating table. 

Mr. Gorpon. We bring accurate costs to the negotiation. 

Mr. Hésertr. You bring actual costs to the table? 

Mr. Gorpon. Yes, sir. 

Mr. Héserr. In the $1,700,000, what did you do? You brought one 
cost and had another cost under it, and the defense was they didn’t 
find it. 

Mr. Gorpon. No, no. 

Mr. Hésert. What actually happened in that instance? 

Mr. Rivers. Let’s let the counsel testify. 

Mr. Gorpon. All right. 

Mr. Power. Mr. Chairman, I think the point here is that they esti- 
mated the bill of material and the prices with respect to certain of 
these items at varying prices that were in the purchase orders. One 
purchase order might have four prices. Maybe the maximum went 
into these estimated costs as being applicable to the whole segment. 
Another purchase-order price which was lower might have gone into 
that same estimate. We didn’t always use the maximum. That 
depended on the factors that existed. 

Mr. Hénert. Well, it is a good time now, Mr. Counsel, to clear 
this matter up once and for all. It has been represented to the 
committee that in this particular item, which was injected today, 
{ mean discussed today, that actually when the General Motors 
people went to the negotiating table they presented a figure of 
$1,700,000 in excess of the actual cost of the assembly. 
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However, when they presented this figure, which w as $1,700,000, 
there were also attached to these documents—and I use “documents” 
loosely—the actual cost. The Air Force accepted the overpriced 
figure of $1,700,000, and did not catch the actual cost. 

Mr. Power. I don’t understand that they submitted actual costs, 

Mr. Heésert. My recollection of it is—of course, the record will 
reflect this. My understanding of it is that they did have the 
actual costs attached to the same documents, and the Air Force did 
not discover those documents. 

Mr. Power. Well, my understanding is, that applies to the pro- 
posed price which was submitted originally. That proposed price 
was backed up by a breakdown and in ‘that breakdown they set forth 
the aggregate of various items, including material cost. That was 
based on actual costs through a prior month, when the segment, 
the first segment, was completed. 

That actual cost was available to the Air Force. They had that. 

Mr. Héserr. That is right. 

Mr. Power. Now, in estimating the material cost, the contractor 
took the actual cost and then projected out what it thought the costs 
would be in the future and they made a total figure, and that total 
figure was in excess of certain of the items if you took an average. 
But you have to go and analyze those things. 

I haven’t heard any testimony in this hearing or in the prior 
hearings to the effect that the Air Force admits that they were 
misled in any way on that material or that they did not check the 
purchase orders. I haven’t heard any testimony that the Air Force 
has made any such admission. 

Mr. Héeerr. Well, that was the contention, I think, of the General 
Accounting Office. 

Mr. Power. That isright. It is their contention, but—— 

Mr. Hérertr. We will develop it. 

Mr. Power. All right. 

Mr. Héserr. The Air Force will be here. We are going to ask 
them questions. 

Mr. Power. That is the thing. 

Mr. Hésert. I think the records or the letters—we will have to re- 
view those, Mr. Counsel, and bring them into focus. 

Mr. Rivers 

Mr. Rivers. Mr. Chairman, I have a few questions but I yield to 
the distinguished gentleman from Pennsylvania. 

Mr. Gavin. Thank you. 

It is considerate that we transfer from one side to the other in view 
of the fact that you monopolized the last 40 minutes. 

Mr. Rivers. I happen to be the ranking Democrat, but I yield to 
you. 

Mr. Gavin. Thank you very much. 

Mr. Rrvers. It isa pleasure to yield to you. 

Mr. Gavin. I want to compliment the gentleman on a very in- 
formative statement you made here today. 

One question I want to ask you is in your letter of June 18, in which 
it stated— 
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In addition either party has the right to make a further demand at intervals 
of not less than 90 days after the effective date of any prior demand, the ab- 
sence of a demand by either party under this restricting option is indicative of 
the competitive reasonableness of the prices negotiated. 


At the termination of this contract, did the Department of the Air 
Force make any demands upon you, the General Motors Corp., rela- 
tive to the contract, as to being unreasonable ? 

Mr. Gorpon. At the termination of the contract ? 

Mr. Gavin. Right, or at any time. 

Mr. Power. No. 

Mr. Gorpon. No. 

Mr. Gavin. No, they did not. 

Now, the facts are that they assumed, then, that the prices nego- 
tiated were reasonable. At least I would conclude that. What is your 
opinion ¢ 

In view of the fact that you didn’t hear from the Depart- 
ment of the Air Force. We are bringing in here General Motors 
who complied with what they thought were the statutes and the laws 

of contracts and are questioning them when evidently if there would 
have been any unreasonable pricing or at least if the Department of 
the Air Force thought there were, they had the right to come in and 
demand of you an accounting as to what they thought was unreason- 
able, is that right? 

Mr. Gorpon. That is correct. 

Mr. Gavin. And you did not receive any protest from the De- 
partment of the Air Force relative to this contract, is that correct? 

Mr. Gorpon. Not unreasonable, no. 

Mr. Gavin. Well, did you receive any, that any particular seg- 
ment of the contract was unreasonable ¢ 

Mr. Gorpon. The only price redetermination meetings we had were 
those that were mandatory under the contract. 

Mr. Gavin. I have no further questions. 

I just want to say this, too. When you came here this morning to 
present your case—I listened with interest to what the chairman had 
to say—you came here at our invitation. You didn’t come here to be 
lauded for the outstanding and fine performance you took in. I 
realize that, at least. 

Mr. Gorvon. Thank you, sir. 

Mr. Héserr. Mr. Rivers, you have the time back. 

Mr. Rivers. I just wanted to ask Mr. Gordon—I certainly am 
impressed with your ability, Mr. Gordon. 

Mr. Gorvon. Thank you, sir. 

Mr. Rivers. I say that in a complimentary manner. 

Is it your understanding that this 8 percent was a figure that was 
agreed on and is agreed on in the industry from which to figure the 
overall costs of an item and not a guaranty ? 

Mr. Gorpon. Yes; that is right. 

Mr. Rivers. That is my understanding. 

Do I understand the thing right ? 
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Mr. Gorpon. That is right. 

Mr. Rivers. Because there is some confusion. And I have been 
confused that you were guaranteed 8 percent. 

Mr. Gorpvon. No, sir. 

Mr. Rivers. But I am in error on that ? 

Mr. Gorpon. That is right. We were guaranteed no profit. 

Mr. Rivers. No profit? 

Mr. Gorpon. Nor were we guaranteed against loss. 

Mr. Rivers. So you could have lost. Now, when you say lost— 
there are two things that I want to find out. Do I understand you to 

say that BOP had $135 million tied up before they ever asked the Air 
Force to give them 5 cents, is that right ? 

Mr. Gorpon. No, sir. We had an item of some $90 million before 
we requested any payment. It got to $135 million total investment 
before—it was what you might call current. But we actu: ally had an 
investment of over $90 million before we received anything, that is 
before we billed the Government for anything on the contract. 

Mr. Rivers. Did you stand a chance of losing any of that $96 
million under the contract? 

Mr. Gorpon. No; I don’t believe so. 

Mr. Rivers. You would not have lost it ? 

Mr. Gorpon. No. 

Mr. Rivers. But did you get any pluses? 

Mr. Gorpon. None. 

Mr. Rivers. For that? 

Mr. Gorpvon. None. 

Mr. Rivers. That is a good question, isn’t it? 

Mr. Gorpon. Yes. 

ae Rivers. I see these other things on the board here. 

I don’t want to hang you. I want to give you credit for something 
before I hang you. 

Which I think is a fair proposition, don’t you? 

Mr. Gorvon. Well, Mr. Rivers, I think the statement was made this 
morning and the performance under this contract is worthy of con- 
sideration other than hanging. We consider that we did an outstand- 
ing job, in General Motors, on this contract under the conditions. We 
are proud of it, frankly. 

Mr. Gavin. Ata time when we needed planes. 

Mr. Rivers. I yielded to you and you yielded back. I urge you to 
keep quiet. 

You know, you better not lock horns with me. 

I just want to inquire a few things of this distinguished gentle- 
man. Now, I said yesterday, and I think you heard it—I know I saw 
this young fellow. 

Mr. Power. Yes, sir. 

Mr. Rivers. I think you are very youthful looking, Counselor. 

I said in view of what I had seen from these reports that I thought 
you would welcome the opportunity to occupy the seat which he was 
occupy ing. 


Mr. Power. We do. sir. 
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Mr. Rivers. In order to explain to the public what your side of the 
question is. And as the distinguished former chairman of our com- 
mittee, Dewey Short, used _to say, “Every pancake has two sides, 
regardless of how thin it is.’ 

[ want to see you get your day in court. 

I want to ask you this. 

Mr. Gorpvon. Yes, sir. 

Mr. Rivers. Do you feel legally or morally bound to refund any or 
all of an alleged $17 million. profit in excess of what is supposed to 
be reasonable on this contract to the Government ? 

Mr. Gorvon. No, sir. We feel no—either I as an individual—and 
I think I can speak for the corporation on that basis—do not feel that 
there is any legal or moral responsibility based on the presentation 
that has been made here for refunding of the alleged $17 million excess 
profit in this case. I stated alleged. 

Mr. Rivers. Under the renegotiation law—what I understand about 
it—you take your whole business and renegotiate it and no one item. 

Mr. Gorvon. That is right. 

Mr. Rivers. But I was intrigued by one thing you said, Mr. Gordon, 
and that was that the internal polie y of your company wouldn’t permit 
you to consider any one item. Did I understand that correctly ? 

Mr. Gorvon. We have an internal policy of that type; yes. I men- 
tioned it . 

Mr. Rivers. What does that mean? I don’t quite understand it. 

Mr. Gorpon. That policy was actually developed during the war 
when we were on continuing contract basis on many items. In- 
ternally, we set it up on the basis that at any time—with a good many 
fixed price contracts. At any time that we exceeded the bid profit rate 
by more than 25 percent, we w a take a look at all the factors and 
consider a possible revision. I don’t mean to say it was automatic. 
We would consider all the factors applicable to that contract and con- 
sider internally a revision in our profit rate. 

Mr. Rivers. Is that contained in your contract with the Air Force? 

Mr. Gorpon. No. 

Mr. Rivers. So if you made 25 or 30 percent on any segment of it— 
say this $1,700,000 

Mr. Gorpon. Yes. 

Mr. Rivers. Under your policy or the policy of the Air Force— 
by which would you be bound? Your own policy? 

Mr. Gorvon. Legally, we would be bound by the policy as covered 
in the contract. 


Mr. Rivers. Not if it conflicts with your internal policy, as I un- 
derstand it. 

Mr. Gorvon. Oh, yes. I mean, we don’t get away from the legal 
requirements of the contract because of an internal policy. In General 
Motors. 
_ Mr. Rivers. What is going on in my mind, that you would lump 
it in the overall contract and make your profit or the loss on the overall 
and not one item ? 

Mr. Gorpon. That is correct. 

Mr. Rivers. Is that the reason for the internal policy ? 

Mr. Gorpon. Yes. 
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Mr. Rivers. That one item should not reflect the profit on the 
contract ¢ 

Mr. Gorvon. That is right. 

Mr. Rivers. I want to get it in my own head. 

Mr. Gorpon. That is right. 

Mr. Rivers. Because I am not smart, like you people in this busi- 
ness. 

Mr. Gorpon. No. As we said repeatedly, of course, we consider 
the contract in its entirety as being the one on which we were appli- 

cable, I mean from the policy standpoint and the contractual stand- 
elie. 

Mr. Rivers. Is that the basis of your explanation on the one million 
seven ? 

Mr. Gorpon. We believe a great deal of the misunderstanding that 
has been introduced in the particular case is due—— 

Mr. Rivers. Is that the basis of the misunderstanding? I want 
to get the basis of it. That the 1 million 7 is not a fair representa- 
tion of a contract ? 

Mr. Gorpon. That is quite right. That is only a part of the picture, 
The one million seven, of course 

Mr. Rivers. Is a factor in the contract? 

Mr. Gorpon.. A factor in the contract, but it is also a factor in the 
renegotiation proceedings which I have mentioned repeatedly will 
consider that item. 





Mr. Rivers. Therefore, you are not legaly or morally bound to con. | 


sider any one factor, under your policy ? 

Mr. Gorvon. That is right. 

Mr. Rivers. The renegotiation law and the contract with the Air 
Force. Is that a fair statement ? 

Mr. Gorpon. Well 

Mr. Power. That is right. 

Mr. Rivers. I am not trying to get you confused. Because you can 
confuse me by saying two words. 

Mr. CUNNINGHAM. Quite a leading question. 

Mr. Gorvon. I will admit you have me a little confused the way 
you worded your statement. 

Mr. Rivers. Well, I live in confusion. I am the southern distribu- 
tor for confusion. 

I can’t get it in my head that a company that does $10 billion worth 
of business in 1954 would get around here and steal $1,700,000 from 
the Government. That to me sounds kind of incredible. 

Mr. Gorpvon. Mr. Rivers, I don’t think that anybody in this room 
has ever felt—I will be quite frank to say so—that General Motors 
would submit to deception or that we do any business with any cus- 
tomer except on a fair and square basis. I think the operation and 
administration of this contract demonstrates the fact that General 
Motors operates on that basis, in this as well as all other things in 
which we are obligated. 

Mr. Rivers. I have no further questions. 

Mr. Héserr. Mr. Gavin. 

Mr. Gavin. I just want to say—call to attention. You say you re 
ceived no progress payments whatsoever ; is that correct ? 
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Mr. Gorpon. No progress payments as such. We received payment 
for billings to the Government upon delivery of airplanes and parts. 

Mr. Gavin. What? 

Mr. Gorvon. We receive payment from the Government upon bill- 
ings for delivery of airplanes and parts, but no progress payments as 
normally referred to. 

Mr. Gavin. How many employees does General Motors have? 

Mr. Gorvon. Total? 

Mr. Gavin. Yes. 

Mr. Gorpvon. Around 600,000. ’ 

Mr. Gavin, 600,000? 

Mr. Gorvon. Yes. 

Mr. Gavin. You had to revamp your whole BOP setup to take on 
this job; is that right? 

Mr. Gorvon. Yes. 

Mr. Gavin. You had to discontinue your entire line of production 
and move in. The Air Force came to you with this request to build 
these planes; is that right? 

Mr. Gorpon. That is right. Not only request for us to build these 
planes, but at this specific plant. 

Mr. Hésert. Mr. Cunningham. 

Mr. Cunnincuam. Mr. Chairman, thank you. 

Mr. Gordon, I am confused, and I don’t mean by that to imply that 
you are a master at confusing anyone. I think the confusion is the 
result. of my lack of knowledge of business or trade terms. Probably 
that applies to many members of the committee. 

Mr. Rivers. If the gentleman would yield, that is the position I took. 

Mr. CunninGuam. I knew you were in the same position as I was 
as far as confusion is concerned. 

Mr. Bares. Bipartisan confusion. 

Mr. CunNINGHAM. On page 32, Mr. Gordon, I read as follows: 
Accordingly, in negotiating a fixed price contract, the contractor contemplates 

“not a specific profit, but rather such profit as he is able to earn through efficient 
operation.” 
Mr. Gorpon. Yes, sir. 

Mr. Cunnineuam. Then you go on: 

At the same time, the Government contemplates receiving lower prices if the 
contractor is efficient. 

Now, do I understand that there was any agreement originally that 
if as a result of efficient operations you could make a greater profit 
that was contemplated, then that belonged to General Motors? 

Mr. Gorvon. Yes, sir; that is covered in the correspondence. 

Mr. Cunnrneuam. Then what do you mean by the second clause, 
“At the same time the Government contemplates receiving lower 
prices if the contractor is efficient”? That implies to me that there 
is some understanding that if you are greatly efficient, say, or beyond 
a certain point, that the Gover nment will get the benefit of we 
efficiency, instead of General Motors. Would you clear that up? 

Mr. Gorvon. Yes. That contemplates the renegotiation meeting 
which will follow the segment in which that profit rate is achieved. 
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And in the redetermination meeting, redetermination of prices, recog- 
nition is given to all these changes. The result is—— 

Mr. Cunntnouam. Is that true in all negotiations you have with the 
Government ¢ 

Mr. Gorpon. [think this partic ‘ular contract demonstrates that fact, 
There was continuous reduction in prices by redetermination. 

Mr. Cunnincuam. Now, then, my question goes back to this item 
of $1.700.000 that the gentleman from South Carolina was talking 
about. Up in Iowa we don’t have figures like that, like we do in South 
Carolina. 

What did you contemplate or what did the Air Force understand, 
if you can tell me, your right was in regard to making a profit out of 
efliciency? That w as Te: ally taken into consideration; wasn’t it? 

Mr. Senin’. Yes, si 

Mr. CUNNINGHAM. Non this $1,700,000: Was that extra because of 
efficient management and work on the part of the General Motors, 

rather than ; a reduction in price to you or cost to you of certain artic les! 

Mr. Gorvon. We don’t agree with the an: aly sis of that $1,700,000 
that Has been made at any time. 

Mr. Cunnincnam. You don’t agree there was such a profit ? 

Mr. Gorpon. We don’t consider that as an item of profit, no. 

Mr. Cunnincuam. What do you consider it as? 

Mr. Gorpon. The statement has been made that that is alleged over- 
statement of the bill of materials. 

Mr. Cunntncuam. Now, I beg your pardon. I realize that that is 
a question at issue. It has not yet ‘been determined that you made any 
excess profit at all? 

Mr. Gorvon. Yes, sir. 

Mr. Cunninenam. That is only a charge. 

Mr. Gorvon. That is correct. 

Mr. Cunntnouam. There is no finding of fact. Lappreciate that. 

Mr. Gorvon. That is right. 

Mr. Cunninonam. But if there is any such item in there, if it should 
re ars there is $1,700,000 or any portion of it, would you say 
ee at that is a result of efficiency on your part and according to the 

igin: I waka rules was legally and morally yours ¢ 

teat rorvON. I think you better refer that to your counsel. 

[ don’t see it quite on that basis. 

Mr. Power. I don’t think you can segregate the item that way. 

Mr. CunNincHAM. But it is segregated in the statement here. 

Mr. Power. It is segregated on “the basis of some calc ‘ulations. 
They were referring at the time to estimated costs. That bill of 
material went in originally after prices had been proposed. And the 
initial submission—they had all material that they needed to check 
those. There was a difference between the parties, of course, as to 
what the proposed prices were. But then they were asked to submit 
another—some additional data and they submitted that data. 

In the course of the letter of transmittal, the statement was made, 
“These are firm pe ices subjec t to purchase orders.” 

Now that statement of firm prices—— 

Mr. Cunnrneuam. You are talking about as fixed prices and not 

ctual prices? 


nrm 


ae 


the 
ict, 


em 
Ing 
ath 


nd, 


of 


- of 
rs 
es? 


000 


yer- 


t is 
Any 


yuld 
say 
the 


ons. 


| of 
the 
eck 
s to 
ymit 


ade, 


not 


FREON REST SAO RRR NRE: 


cia iin cmaieiieiiiiaaieaiiia tia iieatii iain 


eet ee 


STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 2743 


Mr. Power. That is right, in the letter of transmittal. That term, 
I think, was misinterpreted. I don’t believe it was misinterpreted by 
the Air Force, but I think the General Accounting Office misinter- 
preted it. They paid no attention to the exhibits attached which set 
forth these partic ‘ular items and said, “Estimated costs.” 

Now we see no basis for pulling that $1,700,000 out that way. We 
don’t agree with it, as being a proper segregated item in here. 

Mr. CunniNGHAM. That answers my question, Mr. Chairman. I 
have just one short one here. In another place you say, Mr. Gordon: 

The Air Force representatives presumably had the benefit of information with 
respect to the contract prices being paid by the Government to the primary source 
contractor for the F—84F airplane. 

You have any knowledge of your own, actual knowledge, as to 
whether or not that is true? You base it on a presumption only? 

Mr. Gorpon. That is right. 

Mr. Cunnrncuam. On what do you base that presumption ? 

Mr. Gorvon. The primary contractor, the design contractor, of 
course, was in a program involving the production of this same air plane 
simultaneously with BOP. We think it is only natural that the nego- 
tiators would have access and make some comparisons between, let’s 
say, the competitive pricing position of Republic and General Motors 
on the same airplane. 

Mr. Cunntncuam. Your statement, is your conclusion based upon 
what would normally happen in the course of trade, is that correct? 

Mr. Gorpon. Yes, entirely. 

Mr. Cunnincuam. That is all, Mr. Chairman. 

Mr. Héverr. The committee will stand in recess- 

Mr. Barres. Mr. Chairman. I just want to get on the record in 
ease I read the record later on and might have to prove I was here 
today. 

I used to play end in college, but-once in a while I used to get a ball 
thrown at me 

I won’t take much time, Mr. Chairman, just long enough to get on 
the record. 

Mr. H&énerr. Will you be back this afternoon ? 

Mr. Bares. Yes, I will be back. That is the reason I will make it 
very short here. 

We have been talking quite a bit about percent of profit. I never 
get particularly disturbed about percents because you don’t pay bills 
with percentages. You pay bills with dollars. 

I used to run some retail stores at one time where I had a branch 
manager who was always very happy when he had a high percent, but 
he was losing dollars, if you understand what I mean. 

Mr. Gorvon. Yes, I do. 

Mr. Bares. Now relating that to this, if you had a manufacturer 
who produced, say, at $400,000 a unit, and he had a low percent of 
profit, and on the other hand you had a fellow that put out the same 
item for $350,000 at a higher percent of profit, and applying this . 
the Government, what would be better for the Government, to pay ¢ 
higher percentage and get the thing a lot cheaper or vice versa 


Mr. Gorvon. Well, I think you have almost answered your own 
question. 
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Mr. Bares. Of course, it answers itself, doesn’t it? 

Mr. Gorvon. Yes. 

Mr. Bares. So we must be concerned about the dollars involved in 
these things. 

Mr. Gorvon. That is right. 

Mr. Bares. I would like to get into that matter later on today. 

Now, who was the primary source for this plane? 

Mr. Gorvon. Republic Aircraft. 

Mr. Bares. And what was their margin of percent compared with 
your 11 percent? Do you have those figures? 

Mr. Gorpon. I don’t know. I have no figures. I have no figures 
as to what their costs or percentage of profit or return on investment 
or anything else was. 

Mr. Bares. Do we have those? 

Mr. Gorpon. I am sure those figures are in the hands of this com- 
mittee, though, through the investigations that they have pursued. 

Mr. Courtney. They are in the published book. 

Mr. Bates. Yes. Does counsel know what they were? 

Mr. Courtney. Offhand, I don’t recall them. I think there were 5 
contracts, or 6 contracts reported over a period of time. Of course, 
the profit rate as reported varied between the two. 

Mr. Gavin. Would the gentleman yield at that point? Do you re- 
call the unit cost ? 

Mr. Courtney. Again, that varied in the different contracts. I can 
supply the information. 

ie Bares. I do think for comparative purposes we should put it in 
the record. 

Mr. Courtney. We have it. 

Mr. Bares. Mr. Chairman, in view of the fact we are meeting this 
afternoon, I will yield back my time. 

Mr. Héserr. The committee will stand in recess until 2 o’clock this 
afternoon. 

Mr. Rivers. Mr. Chairman, I will not be back. I can’t be back. 

(Whereupon, at 12:15 p. m., the subcommittee recessed to re- 
convene at 2 p. m. of the same day.) 

(The supplemental material attached to the statement of Mr. 
Gordon is as follows :) 
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ExuHusit I 


3UICK-OLDSMOBILE-PONTIAC ASSEMBLY DIVISION, 
GENERAL Motors Corp., 
Detroit, Mich., July 15, 1954. 

To: Commander, Headquarters Air Materiel Command, Wright-Patterson Air 

Force Base, Ohio. 
Attention: MCPPAF-4. 

Through: Air Force plant representative, Mobile Air Materiel Area, Air Mate- 
riel Command, Buick-Oldsmobile-Pontiac Assembly Division, General Mo- 
tors Corp., Kansas City, Kans. 

Subject: Proposal for redetermination of prices of F—84F aircraft produced on 
contract No. AF 33 (0388)-—18503. 

Pursuant to the revision-of-prices clause of contract No, AF 33(038)—18503, 
the contractor submits for the purpose of price redetermination proposed prices 
for the first segment of 71 F-84F airplanes, and forward prices for 528 airplanes 
ordered under this contract. A separate price proposal with respect to spare 
parts will be made in the near future. 


PRICES 


The contractor proposes a retroactive price of $2,391,596 for each of the first 
71 airplanes, or a total aggregate amount of $169,803,316, as set forth on 
schedule A attached. On this basis, the contract price for the first 71 air- 
planes should be increased by the sum of $49,983,716. 

It is appreciated that the principal causes of the increase over the contract 
unit price of $1,687,600 are known to the Air Materiel Command. Nevertheless, 
believing it appropriate to review them at this time, the contractor has pre- 
pared and attached to this proposal a summary of the more important contribut- 
ing factors. 

The forward prices proposed for the remaining 528 planes ordered under this 
contract as set forth on schedule B, attached hereto, summarized as follows: 


Unit | Total 





Second segment of 228 planes 3 Se been £442,890 | $100, 978, 920 
Third segment of 300 planes basta adeicaenal 332, 460 | 99, 747, 000 
TOCR) OF B20 DABOR iid de cocedccmetnditeen sie deine agit | 380, 163 200, 725, 920 


ENGINEERING CHANGES—-CONTRACT CHANGE NOTIFICATIONS 


The proposed retroactive price for the first 71 aircraft includes the price 
effect of complying with the engineering changes on contract change notifica- 
tions per schedule A-2 attached. 

The proposed forward prices are based on specifications for the 7ist F-84F 
airplane; and include no provision for engineering changes other than the con- 
tract change notifications set forth on schedule A—2 which were incorporated in 
the 7ist airplane. Price changes for complying with engineering changes having 
an effective point subsequent to plane No. 71 will be negotiated under the 
“Changes” article of the contract. 


DELIVERY SCHEDULE 


The forward prices proposed herein are based upon the present delivery 
schedule as set forth in contract change notification No. 85, and will be sub- 
Ject to change in the event of any substantial revision to that delivery schedule. 


BASIS OF PRICE COMPUTATIONS 


In the computation of prices, both retroactive and forward, the contractor has 
Siven consideration to the agreements made between General Motors Corp. 
and the Air Force with respect to the cost of certain work which was to be ex- 
cluded from the profit base; and to negotiations with the Government con- 
cerning pension plan provisions and General Motors central office expense. 
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QUALIFICATION OF PRICES 


The proposed retroactive and forward prices are subject to further change 
upon determination by the Government of “ true depreciation” applied for by 
Cessna Aircraft Co., Beech Aircraft Corp., Saginaw steering gear division, Gen- 
eral Motors Corp., and Fisher body division, General Motors Corp.; and for 
price adjustments resulting from price redeterminations of the following sub. 
contractors currently in process: 

Acton Manufacturing Co. 
Cessna Aircraft Co. 
Beech Aircraft Corp. 
Flour City Ornamental Iron Co. 
Lennox Furnace Co. 
Norge division, Borg-Warner Corp. 
Vendo Co. 
GENERAL 


If this proposal meets with your approval, your acceptance should be evidenced 
by an appropriate supplement to the subject contract incorporating the revised 
prices. 

GENERAL Morors Corp. 
BvuIcK—OLDSMOBILE—PoNTIAC ASSEMBLY DIVISION, 
JOHN F. Gordon, 


Vice President. 


REVIEW OF PRINCIPAL FACTORS OF THE INCREASE OVER CONTRACT PRICE OF THE 
First 71 F-84F AIRPLANES 


PROGRAM CHANGES 


The contractor’s original price proposal for the first 71 F-84F planes was 
made September 26, 1951, and culminated in a definitive contract, dated April 
25, 1952, which called out a price per plane of $1,500,850. As the result of a 
delivery schedule change made in December 1952, this price was increased by 
$186,750 to $1,687,600 covered by a supplement to the contract dated May 28, 
1953. This price still stands in the contract. 

From the foregoing it may be observed that the factors upon which the 
present contract is based are those which were current back in the fall of 1951, 
with the single exception of the effect of the December 1952 delivery schedule 
change. 

Since September 1951, many changes in the product and the program have 
taken place and these changes have had an important impact on the proposed 
price. 

Some of the more significant developments are: 

1. As a new product the F-84F airplane was not proven in test flight until 
early in 1953. This resulted in a heavy and continuous flow of corrections 
and redesign data. Furthermore, the lead time of the prime design contractor's 
equivalent planes, originally established at 8 months, was drastically reduced 
by changes of that company’s delivery schedule. This deprived BOP of the 
benefit of the prime design contractor’s efforts to eliminate design troubles in 
production. 

2. The delay in receipt of engineering data and the heavy volume of cor- 
rections and design changes created a need for more toolmarkers, tool designers 
and engineers than would normally be required; however, there was a critical 
shortage of manpower in these fields, making it difficult for the contractor to 
maintain the program timetable. 

3. Important changes to be incorporated in the 47th airplane, such as the 
maneuvering stabilizer, which also necessitated major redesign of the aft fuse 
lage section; new speed brakes, and many other changes caused production 
delays. Complete engineering data on the maneuvering stabilizer, originally 
scheduled for June 1952, was delayed more than 1 year: and its redesign was 
required as late as 1954. 

4. From the beginning the program was retarded by failure to receive suff- 
cient priority for machinery and equipment, creating the necessity for improvised 
methods and the use of substitute machinery. 

5. The schedule on which the price of $1,687,600 each for the first 71 planes 
was based, called for 83 planes by the end of 1953 and acceleration to a peak of 
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60 a month by July 1954. Based on the contractor’s current schedules, which 
requires 247 deliveries by December 1954, the two schedule changes constitute 
astretchout of almost 9 months. 

The foregoing developments along with other contributing causes generated 
costs Which could not be anticipated, and while the contractor’s accounting 
records are not kept in such a fashion as to yield the exact cost effect of such 
changes, it is estimated broadly that the price of the first 71 planes has in- 
creased approximately $20 million as a result of these factors. 


ENGINEERING CHANGES 


The contractor was launched upon the F—84F program in December 1950 with 
virtually no engineering data on the new plane. There was no basis for antici- 
pating the heavy volume of changes that were to follow. For many months in 
the earlier phases of the program changes were, in effect, merely correction of 
preliminary or erroneous drawings as received from the prime design contractor 
and development of design as thinking changed. The greater part of such cost 
could not properly be handled as specific engineering changes. Starting roughly 
at the point when initial engineering data for the first F—84F plane was available, 
the obsolescence, vendors’ claims, special tools and tool rework resulting from 
engineering changes, will cost about $7 million. 

Another important cost effect of engineering changes, which is not perceivable 
on the books, although continuously flowing into the accounts comprising the 
cost of production is referred to more specifically herein under the caption 
“Material and labor.” 


MATERIAL AND LABOR 


At the time of compiling the original estimate of plane prices there was 
virtually no engineering data available to the contractor as a dependable basis 
for determining material costs. It was necessary, therefore, to apply an overall 
cost per pound of airframe. The actual material cost incurred for 71 planes 
demonstrates that the formula was inadequate. 

For the same reason the formula for direct labor, accepted in the aircraft 
industry where new planes are involved, was used. The contractor applied the 
“80-percent curve” based on 3.2 hours per pound at plane No. 250 in developing 
the labor cost. In retrospect it becomes clear that this formula, too, was opti- 
mistic. 

Delaying factors described hereinbefore and engineering changes have caused 
substantial increases in subcontractor prices for parts and assemblies. 

The labor cost has been substantially increased by the numerous production 
interruptions stemming from the very heavy volume of engineering changes. 

The contractor estimates that these factors account for approximately $14 
million of the increased price for the first 71 planes. 

Special tools 


The contractor’s original estimate for special tools was made without the 
benefit of engineering data on the new plane to be built. However, the em- 
phasis placed on compliance with delivery schedules demanded prompt starting 
of tool construction. 

Under direction of the Air Force the contractor provided production tooling 
of a design and durability to accommodate a production rate of 236 airplanes 
per month for a minimum period of 2 years. During the long stage of develop- 
ment of the F—-S4F design the numerous changes and corrections to tool draw- 
ings and to these hard tools themselves proved very costly. 

It is important to recognize that all tools bearing any relationship to master 
gages could not be completed by the contractor and coordinated to make an 
acceptable product until those master gages were on site. The delayed availa- 
bility of master gages which continued throughout the program caused consider- 
able interruption and rework, and increased the tooling cost. 

Due to the foregoing factors, the tool-construction workload was greatly 
increased; and, to cope with this situation, the contractor took a number of 
steps which necessarily increased tool costs: among other things, tool designers 
and toolmakers were recruited so as to shorten the tool-building period; a 
training program for about 250 men to augment the tool building was undertaken ; 
and outside tool shops were used. 

As a result of these conditions, the contractor estimates that the cost of special 
tools will be increased approximately $8 million. 
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JULY 15, 1954. 
CERTIFICATION 


I certify that the information contained herein for the period ending May 81, 
1954, has been compiled from the records and books of the Buick-Oldsmobile. 
Pontiac assembly division, General Motors Corp., in accordance with its regular 
accounting practices consistently applied; and, to the best of my knowledge and 
belief, the cost and expense are correctly stated as shown. 


Divisional Comptroller. 


SCHEDULE A 


General Motors 
retroactive prices 


Total deliveries 
Material: 
Allied (schedule A-1)_.......----~ 
Outside_.__- 4 
Inbound transportation ---.-_- 
Total material 
Direct labor amount 
Burden 
Superburden: 
Overtime premium _- 
Night shift premium. aa 
Cost of living... . sitions = 
Flight_ a ‘ aa aoe 
Nonrecurring engineering charge cost 
Repair of GFAE equipment__-_-_- 


Total factory cost less start-up cost - 
Start-up costs 
Preproduction expense 


$831, 737. 93 
302, 036. 25 
2, 313. 71 


1, 136, 087. 89 





16, 686. 83 
| 5, 643. 06 
18, 603. 68 
3, 949. 31 
48, 669. 36 
280.99 | 


|- piiemenahia 


1, 654, 490. 56 











Corp. Buick-Oldsmobile-Pontiac assembly division—Proposed 


Total for 1st segment 


Total 


71 


$59, 053, 393. 33 
21, 444, 573. 60 
164, 273. 53 

80, 662, 240, 46 
7, 245, 719. 26 
22, 898, 711. 44 


1, 184, 764. 89 
400, 657. 40 

1, 320, 861. 42 
280, 400. 86 
3, 455, 524. 29 
19, 950. 00 


117, 468, 830. 02 





i as a Ee ee oa ee eee 8 Sih | 322, 078.86 | 22, 867, 508. 96 
I el Se an | 24, 648. 80 1, 750, 064. 60 
Reconditioning and installation 17, 594. 79 1, 249, 230. 03 
Special tools, purchased outside SF cath 7 85, 729. 18 6, O86, 772. 24 
Special tools, General Motors make._...................-.....-.-.-.. | 113, 924. 49 8, 088, 638. 53 

i Se 2 orceiiconbietinnaribdlinsindeiaainnasanananna 5 2, 218, 466.68 | 157, 511, 134.38 


Administration and general: | 
Factory cost adj 






1(4, 753. 97) 1(337, 531. 68) 
General 


nd adr 
1G @al 


26, 308. 34 1, 867, 891. 80 

EE OE iii eects sae vacant A eat ee SS 2, 240,021.05 | 159, 041, 494. 50 

i ci i ce ee 151, 574. 95 10, 761, 821. 
aun sei i oe Ea a Eh ee SN oe ee | 2, 391, 596.00 | 169, 803, 316. 00 





1 Credit. 


ScHEDULE A-I 


General Motors Corp., Buick-Oldsmobile-Pontiac assembly division—Analysis 
of allied material content 


Allied defense supplies at cost value: 


NE iii a a akg Dhaene pe aie ester ieati $54, 123, 439. 07 
eee Ee hk) Be ae badaanwen 197, 013. 44 
PROCES GEVOINDEIONT SECTION oo ns cee nnennn 375, 097. 04 

es ee BIBS aoe hh BAe er es SAS ee 54, 695, 549. 55 
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71 


93. 33 
73. 60 
173. 53 
40, 46 
19. 26 
‘11. 44 


64. 89 
57. 40 
61. 42 
(00. 86 
24. 29 
50. 00 


30. 02 


98. 96 
54. 60 





04. 50 
21. 50 


16. 00 
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Material at invoice price from redeterminable * allied suppliers : 








1The prices of these 2 divisions have been redetermined by the Air Force. 


t Basinaw Steering GeOr ..4<.<.--3cdcxannancesamanesaeees 2, 205, 555. 76 

Delco Pro@wucts scscecnn ss ee eee ea 2, 075, 000. 00 

SUI ici sscsinseseerisnciniatinnitiiinhiciapaehjanininammimaaiaadaaae 4, 280, 555.76 

Allied commercial suppliers at invoice price: 

are AR Tc al 5, 568. 31 

ONE Motel .8 ne a ee ee eee 1, 844. 71 

Allison division, Aeroproducts operations____..-___---_-- 69, 875. 00 

{ CCN ee kena eceeain gina ee eee aidan ne sel 77, 288. 02 

j —_—_————— 

' Total allied: (to schedule A}s2...5~...2 bse es 59, 053, 393. 33 
j 


SCHEDULE A-2 


General Motors Corp. Buick-Oldsmobile-Pontiac assembly division—Contract 
change notifications closed in first segment 








| 
Contract Remarks || Contract 


ee 





| Remarks 
: No. | No | 
: fa a - | 
i cacssaa} ie 
f ie Hh Ecnseseal 
; Bee 2 Te ecece ..| Except item 1, 
iescosssi || | eae 
§..........| Except item b. Hh Bl denwadon 
Giteadee< BG Sasceecen 
Betecc23=3] || 59 << 
Core oi. 61! eae 
keene Gis incase 
cin aks || 63! aiet 
Rises |} 642. ‘ 
i itccngsl ete) 
ee || 66._._.....| Except items 3, 6, 7, 11, 12, 13, and 15. 
_ ae || 67_........| Except items 1, 3, 5, 7, and 10. 
i. ; 68___......| Except items 2, 5, and 10, 
16. a8 it REaaLS 
; ee H Gh senaes | Except items 1, 2, 6, and 7, 
a } saananceoual Except items 1, 5, and 6. 
ee. ... | || 73_........}| Exeept items 1, 3, 5, 6, and 7. 
i | \| 74....__---| Exeept items 1, 2, 3, 5, 6, 8, 9, 10, 11, 
' ee | and 12, 
lbntnineires | 75. Stal 
tess 7 } 
i ietestiebioais eR iuidda 
Tihadienicns \| 79... 
nwa 80 a 
27 || 81 a=) Except items 1, 2, 4, 5, 10, 11, 14, and 15. 


aicivemeets ae “| Except items 5 and 6. 
a eG eo Except items 1, 2, 3, 6, 8, and 11. 
41_........| Except items 1EZand 2. || 90- | 


ee ia 9h Except items 1 and 2, 


ae || 99. ______| Except items 1, 2, 3, 4, and 9. 
| _....| Except items 1, 3, and 5. 


aE Except items 1 and 5. 1! 103 


1 Canceled. 


pon 
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SCHEDULE B 


General Motors Corp. Buick-Oldsmobile-Pontiac assembly division—Proposed 
forward prices of F-84F airplanes 


2d segment 








Average | 3d segment 
actual cost | unit prices unit prices 
sphantt the Base. a ee | sli hee 
ED ITIL. <. usoenarctet'e-a.ackavnd caioisars eam eniciiaieniaaae’ 71 | 228 | 300 
Material: | 
EEN TPE) i... a cenasinccinabipeacweutbanmeass | $831, 737. 93 $113, 831 $75, 616 
i as oe ee eee 302, 036. 25 | 128, 410 115, 229 
Inbound transportation...........-- pwibebbiceia anata 2, 313.71 | 2, 425 | 2, 425 
SONI ia a edri ciaelecigashdileapieaibiaeaaninat medias 1, 136, 087. 89 244, 666 | 193, 271 
Direct labor amowllic & 6. Ni be Jel | 102, 052. 38 49, 325 | 34, 051 
I he is G5 hone nnaabdge awe ae 322, 517. 06 | 103, 139 | 71, 881 
Superburden: | | 
SP PEI. « nrndiascddiesendsbmeeneanininnene | 16, 686. 83 | 3, 239 | 1, 561 
PTE SN ae ek eademmtueigania IS | 5, 643.06 | 2, 192 | 1, 322 
Cee ertiving 222i) MIG ETIAES os Se 18, 603. 68 3, 530 | 2, 026 
MG ao ee ssmadevdittisacs<be Ublasesasesesd deees | 3, 949. 31 3, 000 | 2, 500 
Nonrecurring engine change cost...........-..--.-.-- 2 = fy See ea - maa 
Repair of GFAE equipment.-.................. 280. 99 | 650 650 
Total factory cost less startup cost...........-...----- 1, 654, 490. 56 | 409, 741 307, 261 
I hen DOs es Seige eeamediieweeda 563, 976.12 |...---. caarihnn ha sialeais wiaatalea 
I os a is aerate 2, 218, 466. 68 | 409, 741 | 307, 261 
Administration and general | 
Factory cost adjustment ES Sone a | (os ee 1 (4, 753. 97) 1 (817) 1 (600) 
General and administration expense _--_............-..-.- 26, 308. 34 | 3, 224 2, 710 
ST a i nce cndprandbub pean coe aeteche 2, 240, 021. 05 412, 148 | 309, 371 
SR ee Meas eee ee 151, 574.95 | 30, 742 23, 119 
a a ea cadeee 2, 391, 596. 00 442, 890 332, 490 


1 Credit. 
SCHEDULE B-1 


General Motors Corp. 


of allied material content 





Buick-Oldsmobile-Pontiac assembly division—Analysis 





2d segment 3d segment 
unit cost unit cost 
Allied defense supplies at cost value 
Fisher Body $94, 509 $58, 300 
Delco Applianes 810 810 
Process development section 1, 320 $4 
r Total 3 96, 639 59, 110 
Material at invoice price from redeterminable allied suppliers: ! 
Saginaw Steering Gear : 8, 335 | &, 335 
Deleo Products 5, 975 5, 975 
Total 14, 310 | 14, 310 
Allied commercial suppliers at invoice price: 
Packard Electric. -.- ‘ 70 70 
Buick Motor 17 6 
Allison division, aeroproducts operations - - 2, 795 2, 120 
Total ee: 2, 882 2, 196 
Total allied (to schedule B) eco acietate ile clacm BTS her 113, 831 | 75, 616 
! 


i The prices of these 2 divisions have been redetermined by the Air Force through Sept. 30, 
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Exurstir II 


Buick-OLDSMOBILE-PonTIAc ASSEMBLY DrIvISION—DEVELOPMENT OF FORWARD 
Prick DATA SUPPLEMENTING ProposAL Datep Juty 15, 1954—Contraor No. 
AF33 (038 )—18503 


ESTIMATED MATERIAL COST (EXHIBIT 1) 


Exhibit 1, “Estimated Material Costs,” included herewith, shows in detail the 
estimated cost of direct material included in the prices quoted for the second and 
third segments of planes. The detail set forth in this exhibit shows a list of 
parts individually priced, representing approximately 87 percent of the total 
material value per plane. 

The unit price indicated for the allied divisions are firm, with the exception 
of Fisher Body division, Delco appliance division, and Process development sec- 
tion. The contribution of these divisions is included at cost. 

The unit prices shown for material purchased from outside suppliers are firm 
and are supported by purchase orders. 

Miscellaneous materials approximating 13 percent of the total material value 
have been included at the costs experienced for the last airplanes in the first 
segment. 

DIRECT LABOR (EXHIBIT 2) 


Included herewith are direct labor charts showing actual and estimated direct 
labor performance by shops, together with a summary showing the total plant 
performance. The solid line on each chart shows actual average hours for units 
produced through May 31, 1954, and the broken line represents the estimated 
hours to complete the remaining units under contract. 

The estimated labor hours for each shop were developed by giving consideration 
to the cumulative actual trend line and known conditions which would affect 
future perfermance. Readings taken from the shop charts were summarized 
and plotted on the total plant chart. 

It will be noted from the total plant chart that an increase in hours per plane 
occurred after plane No. 48. This increase can be attributed to the acquisition 
of the aft fuselage as on-site work. The trend from this point forward indicates 
approximately a 74-percent curve which compares favorably with the 74-percent 
trend experienced to this point. 

To compute the direct labor for forward pricing, the estimated hours required 
to complete the remaining planes under contract were priced at $2.01 per hour 
and added to the direct labor in process as of May 31, 1954. The rate of $2.0] 
per hour was based on the experienced rate of $1.96 per hour increased by the 
$0.05 per hour annual improvement factor granted May 29, 1954, in accordance 
with the union agreement. 


Burden 


The burden cost per plane included in the proposed forward prices is the re- 
sult of estimating expenditures to complete the planes under contract plus the 
burden in process as of May 31, 1954. 

The estimate to complete was based upon the experience gained in recent 
months adjusted to compensate for influencing factors anticipated in the forward 
program. The rate of burden expenditure will increase slightly after the 
fall of 1954, at which time it is anticipated fhat such expenditures will begin to 
decline. 

The following incurred burden rates by quarters were arrived at by using 
the burden dollars developed on the basis outlined above: 


Percent 
Ist quarter 1954, actual sagen aetna eee atone ee or Spee aitass eee 285. 46 
URINE RUVENE, SUOUNUN oo a ac cere Sree 250. 16 
SUPUNUERPUOT TUCO: TORO nn ecg ee 188. 55 
SUETRNUESU TONNE OPI, ROTC UII aa a cas teen sacri enact gees ckmmeren ee me ae 155. 96 
Ist quarter 1955, forecast______ scene Sa tang ca overeat mee te eo ada ae 
2d quarter 1955, forecast___...___ <a obaxisiapsies aban i cleg nome 233. 52 


The change in trend to an increasing burden rate in the last two quarters is 
the direct effect of the contract build out. 
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Superburden 


Overtime.—The overtime premium reflected in our forward pricing was deemed 
necessary in that experience has proven that unusual situations arise affecting 
workload to an extent that overtime hours must be worked in order to overcome 
these temporary production difficulties. These difficulties have been extensive 
during the first segment. However, it is expected that problems of this nature 
will be reduced in the forward program. Accordingly, there has been included 
in forward prices overtime premiums amounting to 2.9 percent of the total labor 
cost in the second segment and 2 percent in the third segment. 


Night shift premiums 


Night shift premium included in forward prices has been computed in accord- 
ance with General Motors’ policy which provides for a 5 percent and 714 percent 
wage premium for second- and third-shift work, respectively. 

Cost of living allowance 


Cost of living allowance included in our proposed prices was computed at 
current rates of $0.06 per hour for all hourly rated employees and $30 per quarter 
for salary employees. 


Flight 
This item of cost is generally comprised of the following elements: 
1. Pilots 
2. Tower personnel 
3. Insurance and taxes (employees) 
4. Insurance 
Product liability 
All risk 
Airport liability 
Group aviation accident 
Pilot liability 
5. Fuel 
6. Utilities, supplies, etc. 
The estimated cost for forward pricing was based on the experience gained in 
recent months for each of the above elements. 


REPAIR AND GFAE EQUIPMENT 


Change order No. 26 provides that costs incident to the repair and modification 
of GFAE shall become, subsequent to May 17, 1954, an allowable item of cost 
under the supply contract. Therefore, included in forward prices is an amount 
to provide for the contractor anticipated costs resulting from such repair and 
modification. This amount is based upon the assumption that work of this 
nature to be authorized in the forward program will somewhat parallel that 
of the first segment. 

FACTORY COST ADJUSTMENT 


There are two major items that make up this credit to total plane cost: (1) 
Cash discount, and (2) revenue from the sale of scrap. The forward estimate 
was based on current experience. 


GENERAL AND ADMINISTRATIVE 


The general and administrative item in the cost proposal includes expenses 
generated by the executive group of the plant as well as expenses of the central 
offices (General Motors and BOP) allocated to this activity. Other expenses 
such as State income taxes, loss on excess and obsolete material and loss on 
commitment cancellations are also grouped in this category in accordance with 
General Motors’ policy. Since expenses of this nature are generally very stable, 
the estimated amounts for forward pricing were projected from the incurred costs 
experienced in recent months. 
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37F 1 
37F 1 
37F 1 
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37F4 
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37F 7 
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General Motors Corp., Buick-Oldsmobile-Pontiac assembly division—Estimated 


Part No. 


$7F10001-500 - - - 
37F 16000—500 
37F12211-11 
37F12212-11 


Total 


37F 42005 
87W41005R 
37W41005L 


Total 











‘38160 
38665-2 


— Pr 





37F38120-2 or 4 
37W38110-2 or 4 
37W 38880-1-2 
37W 38120-1 or 3 
37W38110-1 or 3 
37W38130-1 or 3 
37W 38170-1 

37W 38180-1 

37W 38368-1 
37W 39060-1 

37W 44130-1 

37W 38342-3001 
37W 38342-3002 


Total 


37F'38727-11 


Total 
37 P61022-112-F 
Stores stock 


Subtotal, allied ma 
terials. 


30C 45829 
30F 38997 
30F 38908 
SOF 7: 





3 
lL 
11R 
501 
502 


30F 73610 
30F73611 
30F 73611 
30F 73726 


material costs 


Part name 


Fisher Body: 
Forward fuselage----_--- 
Taileone 
Longeron - - - - 
.do saci 
Aft parts__-- 


Delco products: 
Strut 
Strut (9276 
Strut (9276 


Delco appliance: | 
Rocket post-- 
do 
do . Lie 
do — ‘ a 


Saginaw steering gear: | 
Cylinder 
do 
Damper 
Seal 
Cylinder 
Actuator | 
Cylinder 
do 
do... } 
do 
do 
do 
do 
do 
do 
do 
Piston 
Cylinder 
do 
Actuator 
Cylinder 
do 
do 


do 


Aero products: Actuator 
Process development 
Rear hinge 
do 


Buick motors: Bracket trunion forging 
Packard electric: W ir (1) 


Outside 
Valve 
do 
Fuse 
Adapter 
Assy lock bo!t 
Box 
do 
do 
do 
Lugs 


See footnotes at end of table. 


Quantity 
per plane 


at be pet tet St bt te et et 
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>nwe 


De 


mt pee fed et eh ph ft pt ed fe 


Estimated material 
costs per plane 


228 units 


94, 


= 


nw 


113, 


, 815 


ner 


, 971 


928 


28. 
5, 663. 


509. 


640 
660 


, dat) 3 
16. 7 


‘ 


831 


435 
65 
86 

5R2 

782 
4 
64 


64. 32 


64 


94 
27 
9S 
98 
O4 


11 | 


5. 00 


00 
00 


10 
28 


) 
fii 


05 


vs 


00 | 


60 | 


OO 


OO | 
OO | 


16 


33 | 


33 


33 
24 


2d segment,|3d segment, 


300 units 


$57, 848. 08 


( 


58, 


her 


ow 


t) 
13. 
13. 

425. 


299. 


, 616 


435 
39. 
RA 

582. 

782. 
64 
#4 
64. 
64. 
14. 


21 
21 
26 
76 


00 
00 
00 
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General Motors Corp., Buick-Oldsmobile-Pontiac assembly division 


Estimated 
material costs—Continued 


Estimated material 





Part No. 












Outside 


Part name 


Continued 


Quantity 

per plane 

2d sé 
228 units 


costs per plane 


gment, 3d segment, 
300 units 





30F 73730 1L Chute 1 32.) 32. 0 
30F73730-1R do 1 32. 50 32. 50 
30F81610-1 Support assembly 1 34. 49 34. 49 
30 F81636-1 Support 1 67. 33 67. 33 
50-1 P 4 si _— I 59. 00 50. 00 
3 W embly ! 4, 60 58. 50 
C ‘harger assemb ly 3 106, 80 106, 80 
Antic 3 LO6. 80 106, 80 
, Manervering, stab ] 01. 86 8, SOL 86 
; 500 Cover assy 1 $41, 60 941. 60 
o -A00 Fin pkg assy 1 313.41 3, 313. 41 
37E8294 Relay 1 89. 08 89.08 
37 F10130—500 Access door and ant assy pkg l 1, 475. 25 410, 54 
37 F10186-500 Access door instal 1 176. 95 176. 95 
37F10190-500 Hinge assy and door install, engine 1 114. 44 86. 30 
1ccess, 
37F14247-5 Cover 1 30. 92 30. 92 
37 F16107-500 Radio deck cover l 329. 00 246, 48 
37F1 500 Door assy 1 188. 75 188. 75 
37F 16650-500 Dorsal fin assembly l 67. 09 67.09 
37 FI7: 503 Door assy 1 379. 24 379. 4 
37F 1 504 do l 379. 24 379. 24 
37F17463-1 Duct assembly 1 35. 00 35.00 
37F174 508 Door installation l 59. 90 59. 90 
37F 18 500. . Canopy pkg and cockpit enclosure 1 2, 602. 84 2, 243. 47 
37F 18: 500 _. Windshield pkg and cockpit en- l 1, 967. 02 1, 900. 92 
losure | 
37F18300-500 Turtledeck pkg and cockpit enclo- 1 3, 919. 90 3, 689. 93 
sure, fwd. | 
37F18412-1 Arm 1 | 51.73 51.73 
37F 18412-2 do 1 51.73 51.73 
37 F18508-3 Lock assembly 2 79. 02 77.0 
37F18509-3 do 2 68. 40 57.00 
37F18541-1_-- Tube assembly l 45.10 45. 10 
37 F18640-3 _ - - PA handle assembly ; 1 53. 70 53. 70 
37 F32010-501 - Hub assy pkg and aileron control 1 | 424. 50 424. 530 
37F32024-3 Actuator rotary aileron trim control 1 138. 40 138. 40 
37 F32040-1 Box 1 76. 99 76. 32 
37 F32051-1 Bell crank 1 41.92 37. 6 
37 F32051-3 do 1 41.92 37. 46 
37 F32060-503 Shaft l 97. 47 89. 86 
37 F32060-505. do l 97. 47 89. 86 
37 F32071-1 Rod l 43. 97 36. 91 
37F32073-1 - - - - do 2 72. 80 65. 44 
37 F33200-500 Control 1 195. 51 195. 51 
37 F33206-500 Stab control act fwd 1 46. 41 46. 41 
37 F38300-501 - Device artificial feel 1 259. 20 | 259. 20 
37 F 33324 Actuator, elevator trim 1 259. 50 | 259. 50 
37 F33350- 500 Shifter assy 1 303. 99 | 306. 49 
37 F33352 “i AOUIGEOT, FOCOTY «6c sense ge cocucinnee 1 207. 00 207. 00 
37 F34020- 500 Stick instal control 1 351. 88 351. 88 
37 F34111-3 Control assy ! 231. 41 231. 41 
37 F37083-i Gear box 1 45. 71 45. 71 
37 F37100-11 Rudder pedal 1 141. 13 141.18 
37F 37100 12 do l 141.13 141. 13 
37 F37953-1 Feel device assy l 121. 90 121. 9 
37F 37 65 Actuator l 295. 40 | 245. 4 
37 F38702 Valve l 74. 92 62.4 
37 F38706 _ - Valve 4-way 3 position 1 105. 00 105. 00 
37 F 38707 Cyl. assembly 2 184. 00 184. 00 
37 F38714 Bottle i 40. 00 40.0 
37 38716_-_.- Pump engine driven hydraulic 1 285. 00 285. 00 
37 F38717- Pressure regulator 1 99. 30 88. 25 
37 F38730_ ..... Valve 1 81.72 81.00 
37 F38731-1- Compressor, air l 1, 140. 00 1, 018. 00 
37F 35742 Valve pressure relief 1 33. 90 33. 90 
Switch pressure 1 42. 00 41. 85 
Pump and motor assy, hydraulic 1 798. 00 798. 00 
Valve 1 97. 60 86, 10 
do 1 75. 25 75.0 
do 2 72. 00 61.9 
Bypass valve 1 38. 00 37. 70 
Valve dual control 1 295. 50 295. 0 
Valve 4-way solenoid 1 193. 73 175.0 





See footnotes at end of table. 


nated 


erial 
ne 


gment, 
units 


— 


32. 50 
32. 50 
34.49 
67. 33 
50.00 
58. 50 
106, 80 
106, 80 
oe 
941. 60 
313. 41 
89, 08 
410. 54 
176, 95 
86. 30 


30. 92 
246, 48 
188. 75 

67.09 
379. 4 
379. 24 

35.00 

59. 90 
243. 47 
900. 92 


689. 93 


51. 73 
51.73 
77.0 
57.00 
45. 10 
53. 70 
424, 50 
138. 40 
76. 32 
37. 6 
37. 46 
89. 86 
36. 91 
65. 4 
195. 51 
46. 41 
259. 
259. 530 
306. 49 
207. 0 
351. 8 
231. 41 
45. 71 
141.13 
141. 13 
121. 9 
245. 4 
62. 4 
105. 00 
184. 00 
40. 00 
285. 0 
88. 25 
81.0 
018. 00 
33. 9 
41. 85 
798. 00 
86. 10 
75.00 
61.9 
37. 70 
295. 50 
175. 0 
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General Motors Corp., Buick-Oldsmobile-Pontiac assembly division 
material costs—Continued 


Part 


37F 38763 
37F 38769 
37F 38770 
37F 38775 
37F 38777 
37F 38783 
37F 38784 
$7F 38785 _ -.-- 
37F 38788 
37F38890-1 
37F39431-500 


37F 39703-3001 _ 


37F 39706 

37F 39707 

37F 42006 
37F42012-5. 
37F42014-1 _ _- 
37F42020-500 


37F42030-1___.__- 


37F42043-1 _ _- 
37F42071-501 


37F42071-502__-_- 


37F44501-1- 
37F61061 


37F63009-500 _ - 


37F 63092 
37F65035-1 . 
37F65035-2 
37F65045 

37F 65047 
37F64050-505 
37F 65062 
37F65101-11 
37F65103-2 
37F66147-1. 
37F65393-1 - 
37F65414-1 
37F65418-1 
37F67116-5 
37F67120-5F 
37 F67186-500 


37F67187-500_ - 


37F67188-500 
37F68010-4 
37F68070-5 
37 F68070-6 
37F71122-1. 
37F72003-1 
37F72006-1. _- 
$7F73211-501 
37F73211-503 
37F73216-1 
37F73224-1 
37F73224-2 
37F73817-1. 
37F73817-2 
37F74100-1 
37F 77110 
37F81120-3 
37F82117-1 
37F82255 
37F82274 
37F84510-503 
37P61151-1 


37P67193-509 _ - 


37W 21100-518 
37W 21101-11F 
37W 21101-12F 
37W21108-517 
37W 21108-518 
37W 21109-513 
37W21109-514 


37W21111-11F - 


See footne 


94765 


one Reservoir assy 


No. Part name 


Outside 
Valve 
do 
do 
PA switch 
PA reducer 
Valve 
do_- ete 
Separator, mechanical moisture - 
Valve dake 
Fitting assembly 
Hydraulic reservoir assy 
Valve 
do 
do ee 
Strut-shock, nose landing gear__-_-_- 
Hook assembly 
Hook . 
Brace pkg and nig drag brace 
Strut assembly 
Clamp assy and nlg door 
Door assy, nose gear, Lh-- 
Door assy, nose gear, Rh 


Continued 


; Airtank and valve assy 
gt Vent 
Actuator, ram air valve 
Valve 
do 
Pump 
Valve 
Power control pkg 
Valve 
Fuel cell assy 
do 
Tank assy and alcohol 
Fitting assembly _- 
Cover assembly 
PA manifoid-assembly --. 
Duct assembly : 
Ejector cone assy 
Fin assy 
do 
Fairing 
Pants duct assy 
Lock assy 
do 
Plate assembly 
Slide assy and A4 sight 
Support assy and A4 sight 
Chute 
do 
Adapter 
Chute 
do 
Ammo box 
do 
Mechanical assembly, Jato Relay 





Erector head-gun reticle camera. _- 


Pressure switch 
Receptacle 
Flasher 
Box and cover assy 
Pilot seat assy 
Seal assy fire 
Tailpipe and package 
Stiffner 
Forging 
do 
Stiffner 
do 
do 
do 
Spar, root sect forging 


tes at end of table. 
aie 


> 
> eg 


Quantity 
per plane 


eet et et et et et eet et et bet et et bet DD 


ret et eet amt beet et eet et feed ped et feet eet fet et et Det tet Dt et et et et 


4 ms et et et BND eet et fet ete ttt ttt tt ft tt tt Pt tt DD 





Estimated material 
costs per plane 


Estimated 


2d segment, 3d segment, 
228 units 


31. 


302 
46 


65. < 


39 
952 
147 

1, 345 


1, 5. 


35. 87 
5. 90 
5. 90 
2.40 | 
. 68 | 
. 33 
5.49 | 
49 | 
40 | 
. 54 
25 


00 | 


. 98 
5. 50 
. 00 


. 70 
11 
. 00 


. 52 


46. 2 
46. 


. 60 | 
3». 60 
-13 
. 00 
. 30 
. 00 
5. 00 
5. 00 
. 85 
. 80 
- 20 
. 30 


00 


70 | 


80 | 





2S 


5 


300 units 


. 50 
. 60 
.13 
. 00 
. 30 
. 00 
. 00 


00 


. 
. 50 
. 20 
. 50 
. 50 
. 0 
. 00 
. 90 
. 99 
. 40 


68 


. 33 


25 


133. 25 


570. 


151. 


191. 
191. 


. 40 
. 54 
. 25 
. 25 


38 


. 00 
. 00 


70 


. 16 
. 00 
. 00 
. 21 
. 21 
7. 20 


. 95 


). 00 


. 70 








General Motors Corp., 


Part No. 


37W 21111 
37W 21112 
37W 21112 
37W 21140-5 
37 W 21503- 11F 
37W 21503-12F 
37 W 22031-11F 
37W 22031-12F 
37 W 22032-11F 
37W 22 11F 
37W2: 
37W 


12F 

11F 

12F. 
16 







£L0 f 


-] 
37W 22040-1 
37W 22040-1 
37 W 22045-1 
37 W 22045-1 
37 W 23101-11 
37 W 23102-11 
37 W 23102-12 
37 W 24000-500 


2 
1 
2 
1 
2 


iF 
k 
F 
i 
F 
2F 


37 W 25000-11 __- 


37W 25000-12 
37 W 25022-1 

37 W 25002-2 

37W2! 501 
37W 25001-502 
37 oe 1 

37 W 27001-2_ 
37W 008 11 

37 W 27006-13 
37 W 27005-15- 
37 W 27005-17 
37 W 27005-19 
27 W 28000-507 
37W 28000-525 
37 W 28000-509 
37 W 280900-510 
37 W 28000-511 
37W 28000-5211 
37W 28000-512 
37 W 28000-5513 
37 W 28000-514 
37W 26000-517 
37 W 28000-516 
37 W 28000-522 
37 W 28000-A% 
37 W 28000-526 
77 W 28000-5207 
37 W 28000-5206 
37W: 28001-501 

37W 28001 502 











37W 321; 20-1 
37 W 32123-1 
37W32134-1 
37 W 32134-2 
37 W 32135-1 
37 W 32136-1 
37W 321; 36 
37W: 
37W 387 
37W: D 
37 W 38732 
37W 38734 
37 W 38756 
37W 41023-1 

37W 41024-1 

37W 41950-515 
37W 41050-516 
37 W 43003-1 

37 W 43003-2 

37 W 43008-1 

37W 43008-2 

37 W 43060-502 
37 W 43060-—505 
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Outside—Continued 


33 (038)—18503 


Buick-Oldsmobile-Pontiac assembly division—Estimated 


material costs—Continued 


Part name 


Sper forging 
par 0 utbd forgir 
do 
Stiffner 
Rib forging 
do 
Spar forging 
do 
Rib RH forging 
Rib forging 
do 
do 
do 
do 
Spar forging 
do 
Fitting spar forging 
Fitting Benet 
eo: 2. . ae } 
Shell 
Fl: ap assy ar id wing. _- 
d io 
Hinge, half 
e do cases 
Aileron assy 
..do ccedipelaiainiee 
Slat assy and wing 
do 
Slat tract and wing 
Truck Assy wing 
Slat track and wing 
Track assy wing ‘ 
Slat track and wing-- 





Fillet 
Ree ee 
do - 
do 
do 
King fillet instal 
Fillet 
do 
co 
do 
do 
Wing fillet instal 
Fillet 
do 
Wing fillet instal 
ao 
Door install, wing gun pkg 
do 


Horn assy and aileron control 
Hod 


do 
Bell crank 
do 
do 
do 
do 
Valve 
do 
do 
do 
Relief valve 
Valve 
Fitting assembly 
do 
Uplock pkg mlg 
do 
Door assy, mlg outboard 
do 
Bell crank 
ao 


Door assy 
Door assy mlg inboard 


ee footnotes at end of table. 


Estimated material 

costs per plane 
Quantity 
per plane 


2d segment, 3d segment, 
228 units 300 units 











1 1, 540. 00 1, 323. 00 
1 | 950. 00 693. 00 
1 950. 00 693. 00 
1 25. 92 25.92 
1 11.25 | 11. 25 
1 25 11. 25 
1 61 185. 61 
1 61 185. 61 
1 | 53 230. 86 
1 | 30 | 229. 30 
1 | 65 168. 65 
1 65 168. 65 
1 | g0 267. 80 
1 7. 8) 267. 80 
1 1, oo 887. 00 
1 l 00 887. 00 
2 | 129. 00 303. 30 
1 5 33. 54 
1 36. 34 
1 1, 496. 79 | 

1 1, 496. 79 | 

1 | 25. 99 

1 25. 99 

1 1, 830. 66 | 

1 1, 830. 6f 

1 1, 229. 05 

1 1, 229. 05 

1 o 

2 2°67 30 

2 277. 26 | 

2 256. 05 

2 257. 54 | 

1 102. 97 

1 103. 02 

1 11.03 

1 40. 66 

] 20.01 

l 157. 10 

1 38. 94 

l 16. O5 

1 15. 77 

1 16. 65 

1 16. 19 

1 156. 99 

l 55. 14 

1 54. 80 

1 105. 06 

l 197. 60 

1 400. 39 

1 395. 13 

1 205. 95 

2 54. 64 

2 51. 56 

1 31. 80 

1 31. 80 

2 59. 20 

l 27. 70 

l 27. 70 

1 | 48. 00 

1 48. 00 

1 35. 80 

1 35. 80 

2 99. 00 

l 225. 00 

2 108. 00 

5 86 82 58. 00 
1 287.00 274. 79 
1 287. 00 274. 79 
1 680. 46 217. 50 
1 690. 46 217. 50 
1 28. 46 28. 46 
1 28. 46 28. 46 
1 168. 00 168. 00 
1 168. 00 168. 00 





(je? 


=. me 65 GS OS OO OO 
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General Motors Corp., Buick-Oldsmobile-Pontiac assembly division—Estimated 


87W 65203 
37W 65203-2 
37W 65204 
37W 65204-2 
87W 65205 


37W 7330. 
387W75110-% 
37W 75110 
37W75110-5___- 
37 W75110-6 


37W 79000-! 
37 W 79300-5 
37 W 79300-5 
37W82776 
38 F 38706 
38F38710 
88F3*714 


70) 
38 F 65904 

38 F 65912 

38 F 65913 
38P61010 
A-19 
A-24A-9430 
AN-5786-1 
B-26 
BLX-86-1 
BLX-122-1 
D-6A 

FE A-745-A h-2 


915-BA-1 


ala 


1060B-819A 
—1060 B-S20A 
-1060 B-822A 
-1060 B-823 A 
1060W-821A 
1061 B-S817A 
1061 B-824A 


) 


es dd eo 
ee 


ca 
= 
L 
> es 
z 
& 
oe 


o 


10001 
54 


'~55500-1 
53-G-1 


-1060B-818A_- 


material costs—Continued 


Part name 


Outside—Continued 


Fairing assy 
do pies 
Fuel cell assy 
do 
do 
do 
do 
do 
do 
do 
do 
..do . 
Intercon assy 
_.do 
Fitting assy 
do 
Disk assy 
ao... 
Torque shaft 
Bracket j 
Receptacle assy and lfr- 
Fuel cell assy oo 
Latch 
do 
Chute ‘ . ‘ 
Post assy-forward rocket. -- 
do 
.do 
do 
do 
do 
Support 
do 
_.do 
do 
Pylon assy -- 
do 
Pylon assy outbd pkg 
do a 
Actuator landing light_--- 
Valve 


Pump, hydraulic, engine driven 


Bottle 
PA press switch 
Thermostat 
Valve 
Gear box 

do 
Filter assy fuel pump 
Indicator 
Amplifier 
Transmitter 
Computer 
Canopy initiator 
Thruster 
Amplifier - 
Indicator 
Correcting device 
Tank unit 
Tank assy 

do 

do 

do 

do 

do 

do 
Inverter 
Indicator 
Actuator 
Control box 
Pump 

do 

do 
Clock 


See footnotes at end of table. 


Quantity |_ 


Estimated material 
costs per plane 


per plane 
2d segment, 3d segment, 
228 units 300 units 


1, 507. 22 | 399. 50 
1, 507. 22 399. 50 
237. 66 | 230. 00 
256. 237. 00 
237. 66 | 254. 00 
242. 70 215. 0 
215. 00 

480. 00 

480. 00 

204. 00 

204. 00 

285. 00 

44. 23 

34. 50 

38. 09 

38. 09 

15. 55 

15. 55 

25. 45 

545. 00 

362.70 | 290. 00 
32. 78 | 32. 78 
32. 78 32. 78 
28. 56 

137. 50 

137. 50 

37. 50 

137. 530 

139. 05 

139. 05 

42.05 

42. 05 

36. 55 

36. 55 

, 900. 00 1, 900. 00 
, 900. 00 1, 900. 60 
2, 410. 00 2, 410. 00 
2, 410. 00 | 2, 410. 00 
457.00 457. 00 
70. 00 70. 00 
285. 00 285. 00 
315. 60 315. 60 
84. 00 84. 00 
36. 28 | 36. 28 
97. 00 85. 00 
61. 80 | 61. 80 
33. 92 33. 92 
26.72 | 26. 72 
49. 00 49. 00 
95. 00 94. 60 
51.14 44.90 
47.00 | 47. 00 

90. 84 | 90. 84 
219. 81 | 130. 48 
116. 00 | 116. 00 
318. 00 318. 00 
346. 00 | 346. 00 
57.00 | 57. 00 
57.00 57.00 
57.00 57. 00 
57. 00 57.00 
57.00 57.00 
61.00 61.00 
61. 00 61. 00 
61. 00 61. 00 
346. 00 359. 00 
33. 75 33. 78 
77. 55 69. 90 
582. 43 | 582. 43 
413. 20 418. 29 
358. 66 358. 66 
227. 80 232. 63 
99. 45 99. 45 


eh peek fe ft ak Pet pet fet et tt pt ptt 


OD 


meth pe eek fet ek fet et et fet tft ft tt tS 


i DO 
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General Motors Corp., Buick-Oldsmobile-Pontiac assembly division—Estimateg 
material costs—Continued 





Estimated material 
costs per plane 

Part No. Part name Quantity 7 sik a wit 

per plane "a 
2d segment, 3d segment Al 
228 units | 300 units’ Ou 
Fr 

Outside—Continued 

26-21361-3 Tail pipe blanket 1 23.05 23.05 La 
26-21361-9 do 1 37. 63 | 37.63 Bt 
26-21361-13 do 1 39. 42 39.42 Or 
26-21361-15 do 1 33. 76 33.76 n 
26-21381-17 do 1 38. 41 38. 4] Ce 
26-21381-19 do 1 36. 36 36. 36 EI 

650-3190 Relay 2 69. 00 55.00 

14610-12.5-300-1 Regulator i 285. 70 266. 00 
41020 Coupler 1 47.75 47.75 P 
80047 Disconnect 1 78. 90 78.90 R 
80048 Battery disconnect 1 23. 20 23,2 Ir 
92420-062___ Valve ‘ 1 58. 50 58. 50 T 

106002 \ Regulator l 583. 00 559. 50 

106048 pa do... 1 153. 75 153. 7: 

673712-3 Power conn l 46. 97 46. 97 
870415 Bottle___ 4 127. 20 127.0 : 
950342-125-34.5.- Hose assy - 1 35. 25 35. 25 F 
103012-14 I ssiiasiaietiiciaistaininibens 1 229. 85 230, 0 G 

Subtotal, outside ma- ._...._._.____- ‘ . 97, 530. 00 83, 704. 00 
terial. i 

Other items of material cost 
not detailed above: | 

Aluminum, steel and __- ‘ ‘ 2, 900. 00 2, 900. 00 
other raw materials. ( 

Other forgings (not ma- ____._- a 2, 700. 00 | 2, 700.00 


jor items). 
Other purchased parts 
(not major items). 


aaah | 16,030.00 | 14, 175.00 


Rivets, paints, chemi- ___ ‘tie — 750. 00 750.00 
cals, oils, fuel ete. 
Pg |. ees rc: Seeepcnees 8, 500. 00 11, 000.00 


Grand total, outside Sestasaacantdet SEES cabal 128, 410. 00 115, 229.00 


material. 


1K. C. Make. 
1 As required. 
? Kansas City make. 
ExHIsiT III 


General Motors Corp., Buick-Oldsmobile-Pontiac assembly division—Analysis 
of incurred cost through May 11, 1954 





| Total inven- Cost 71 Cost of Total 
| tory on hand | planes | spares expenditure 
Allied $6, 883, 050 | 59, 053, 393 $287, 990 $66, 224, 433 
Outside 20, 830, 952 19, 781, 399 3, 146, 626 43, 758, 977 
Freight 119, 175 164, 27% 15, 371 298, 819 
Total material and freight 27, 833, 177 78, 999, 065 3, 449, 987 110, 282, 229 
Labor 3, 065, 795 7, 072, 116 141, 10, 279, 016 
Burden 9, 254, 407 22, 464, 710 453, 32, 172, 572 
Overtime 301, 168 | 1, 169, 923 1, 493, 449 
Night shift 174, 783 395, 637 575, 855 
Cost of living 296, 236 1, 304, 319 1, 615, 123 
Flight 8, 929 197, 435 206, 364 
Engineering changes 1, 100, 833 2, 880, 524 3, 981, 357 
Total factory cost less startup 42, 035, 328 114, 483, 729 4, 086, 908 160, 605, 965 
Preproduction 22, 867, 599 22, 867, 599 
Rearrangement 1, 750, 065 1, 750, 065 
Installation 1, 234, 742 1, 234, 742 
Tools: 
Purchased 5, 886, 683 5, 886, 683 
GM make 7, 621, 598 7, 621, 598 
Total factory cost 42, 035, 328 153, 844, 416 4, 086, 908 199, 966, 652 
Factory cost adjustment 1 (277, 532) 1 (11, 726) 1 (289, 253) 
General and administrative 1, 603, 892 14, 909 1, 618, 801 
Total cost 42, 035, 328 155, 170, 776 4, 090, 091 291, 296, 195 


1 Credit 





nated 


erial 
ne 


gment, 
units 


23.05 
37.63 
39. 42 
33. 76 
38. 4] 
36. 36 
55.00 
266. 00 
47.75 
78.90 
23, 20 
58. 50 
559. 50 
1 53. 75 
46. 97 
127. 0 
35, 25 
230, 00 


704. 00 


900. 00 
700, 00 
175. 00 
750. 00 
000. 00 


229. 00 


lysis 


al 
iture 


4, 433 
8, 977 
8 819 


2,229 
9, O16 
2, 572 
3, 449 
5, 855 
5, 123 
6, 364 
1, 357 


5, 965 
7, 599 
), 065 
1, 742 


Hh, 683 
|, 508 
}, 652 
), 253) 
8, 801 


5, 195 


STUDY OF AIR FORCE 


General Motors Corp., 


Buick-Oldsmobile-Pontiac assembly 


CONTRACT AF 33 (038)—18503 


unit cost of factory completed airplanes 


Allied ee 
Outside 


Total material and freight 
Labor 
Burden 
Overtime .--. 
Night shift 
Cost of living a 
Engineering changes--- 


Total factory cost less startup 
Preproduction i 
Rearrangement 
Installation -- . - 
Tools: 
Purchased 
GM make 


Total factory cost_.....-- 
Factory cost adjustment. 2% 


General and administr: ie tok eee 
EMU ....tcstmpagnetbbiaabadeletincnanl 

1 Credit. 

General Motors Corp., 


of burden by quarters, 


Indirect labor and salaries 
Operating supplies 
Expense tools 
Utilities 
Maintenance 
Employee insurance, 
Losses, errors, 
Fixed charges 
Sundry manufacturing 
Clearing, credit accounts 


taxes 
and defects 


expense 


i ik 0s etptcighciatieenscaeggemnlatin iielimatiagiaaiaenataainie eimai 


Buick-Oldsmobile-Pontiac 


June, 
and 
gust, 


July, 
Au- 
1953 


$3, 460, 


981 | 











ie ati | $1, 017, 043 | 


184, 256 
1, 945 


$871, 380 
76,051 | 
1, 840 | 


2761 


division—Average 





$860, 500 
57, 140 
1, 867 





1, 203, 244 
70, 945 
216, 053 
11, 336 
3, 779 
6, 906 
49, 566 


1, 561, 829 
322, 073 
24, 649 


17, 595 


96, 688 
103, 618 


2, 126, 452 
1 (2, 779) 


19, 182 


2, 142, 855 


assembly 


75, 4 
222, 936 
10, 826 
4,115 
7, 124 
29, 680 


| 

ional 

‘1 049, 271 | 
55 | 

| 

| 

| 

j 


1, 399, 407 | 
322, 073 
24, 649 
17, 595 | 
96, 688 
103, 618 | 
1, 964, 030 | 
(2, 722) 
14, 789 


1, 976, 097 


Actual 


September, 
October, and 
November, 


1953 


$3, 135, 082 
188, 483 
338, 596 


| ary 


100, 026 | 


509, 497 
624, 092 
174, 121 
116, 564 
291, 558 
(345, 416) 


Total 967, 115 5, 132, 603 
Forecast 

d = e , July, | Spetember, December 

Au- October, and| 1954; Janu- 


gus 1 1954 November, | ary and Feb- 
1954 ruary 1955 
Indirect labor and salaries. $3, 866, 420 $3, 805, 200 $3, 761, 000 


Operating supplies 
Expense tools 
Utilities 
Maintenance __ 
Employee insurance, 
Losses, errors, 
Fixed ch: arges ; 
Sundry ms: inufacturing expense 
Clearing, credit accounts_- 


350, 100 
519, 000 
131, 200 
1, 085, 200 
1, 086, 200 
238, 000 
207, 000 
399, 880 
1 (268, 000) 


taxes 
and defects 





Total 7, 615, 000 


1 Credit. 





3, 600 
571, 000 
139, 700 

1, 110, 900 

1, 168, 000 | 
290, 000 
223, 000 
387, 600 


’ 


1 (ae, 000) 





7, 839, 000° 


378, 300 
534, 000 
131, 400 
1, 080, 400 
1, 269, 500 
273, 000 
216, 000 
360, 400 
1 (206, 000) 


7, 798, 000 


December 
1953; Janu- 
and Feb- 
ruary 1954 


532, 480 
275, 437 
4ii 3, 967 
138, 671 
721, 609 
796, 333 | 
215, 604 
127, 670 
394, 863 
1 (268, 800) 


6, 347, 834 


$3, 5 


March, April, 
and May, 
1955 


$3, 662, 200 
370, 700 
510, 000 | 
131, 200 

1, 068, 600 
1, 233, 200 | 
180, 000 
186, 000 
339, 100 
1 (126, 000) 


000 


, 555, 


1, 019, 507 
58, 078 
160, 981 
6, 969 
3, 138 
5, 151 
64, 366 
1, 318, 190 
322, 073 
24, 649 
17, 595 


96, 685 
103, 618 


1, 882, 813 


1 (3, oa) 
37, 127 


1, 916, 917 


division—Analysis 
period June 1, 1953, through end of contract 


March, April, 
and May, 
1954 


$3, 741, 426 
325, 309 
485, 404 
126, 873 

1, 026, 694 
988. 845 
357, 898 
226, 092 
374, 794 

1 + (260, 545) 


7, 392, 790 


June 1955 to 
completion 


$2, 679, 450 
221, 150 
285, 300 

83, 900 
675, 300 
656, 200 

63, 400 
148, 700 
232, 000 

1 (68, 400) 


ce 982 2, 000 
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AFTERNOON SESSION 


The subcommittee reconvened at 2 p. 
chairman of the subcommittee, dda’ with the followi ing members 
present: Mr. Bates and Mr. Hardy. 

Mr. Hézertr. The committee will be in order. 

Members of the committee, when we recessed this morning Mr, 
Bates had asked a question concerning the profit of Republic in con- 
nection with the manufacture of this particular aircraft. 

Mr. Courtney at that time was to obtain the figures from the records 
of the hearings of last year. 

Mr. Courtney, have you those figures ? 

Mr. Courrney. I have the figures, Mr. Chairman, from the pro- 
ceedings of the subcommittee. I am referring now to page 2389, 
commencing on page 2389. Republic had 6 contracts, 3 of which were 
for the F-84F. 

In answer to the question as to the rate of profit, I think we should 
first preface it by saying that all of these contracts were fixed price— 
that we are discussing—incentive-type contracts, with the breakage of 
80-20; that is, 80 to the Government and 20 to the contractor, over 
target. 

Mr. Bares. In this case there were none of that 80-20 ? 

Mr. Courtney. No. 

Mr. Bares. Excepting on redetermination. 

Mr. Gorvon. Redetermination. 

Mr. Bares. On redetermination, in a sense you accomplish the same 
thing. 

Mr. Power. Yes. The split is 

Mr. Courtney. Well, the split, of course, does not come into play. 

Mr. Gorvon. No. 

Mr. Bares. But on their prior experience, where new factors and 
new figures come into play, then we make the adjustment. 

Mr. Courtney. That is right. 

Mr. Gorvon. That is right. 

Mr. Bares. But you arbitrate and negotiate, rather than have a 
formula of 80-20? 

Mr. Gorpon. That is correct. 

Mr. Courrney. Now the first contract—I won’t give the number 
because I am referring to the page and the detail is ‘all in here. On 
page 2390: 510 aire raft were produced on an incentive-type contract, 
the initial contract at $586,348 per unit. The unit profit was $36,604, 
which is 6.7 percent. 

Mr. Héserr. Is that before taxes or after taxes ? 

Mr. Courtney. That is before taxes. 

Now, in answer to a question as to the range of profit in the 6 con- 
tracts, only 3 of which were for F-84F, the answer was given: The 
profit is 6.7, 7.5, 8, and 8.5 percent, varying within that range. 

The Treasurer answered a further question as to the situation in 
1954, which was the last day of reporting, the last ae year of 
reporting, that at that time they had negotiated on. an 8-pere ent, basis, 
and he states, “We currently have on our contracts.” 

Now, on a second order of 900 planes, 903 F-84F’s, which was 
commenced in 1952, early in 1952, a follow-on contract, the unit price 
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was $244,381, with the unit profit of $18,102, which is within the per- 
centage range that has been discussed. 

There was another follow-on contract dated November 1951, for 
903 F-84F’s, in which the unit price was $325,307. 

Mr. Bates. Now, that first figure was $586,000? 

Mr. Courtney. That was on the first contract; yes. 

Mr. Bares. On the 510? 

Mr. Courtney. Yes. 

Mr. Bares. And that compares with this price up here. 

Mr. Covrrney. It doesn’t compare with that price, because this is 
599. Neither does the 244 compare with this. 

Mr. Bates. No. I am talking about the net figure anyway. 

Mr. Courtney. We can reduce that, if you wish. 

Mr. Kunun. If you would like to reduce this to a quantity of 510, 
the average unit cost, of course, would go up, to a figure around Re- 
public’s or maybe even higher, if you take them off of the end. 

Mr. Courtney. In other w ords, you take the last 99 planes off and 
you get a difference in result. 

Mr. Kun. oe quantity of production is important. 

Mr. Bares. I understand that. Why don’t you see what you can 
do after the meeting to work out some figures for us on that? 

Mr. Kun. All right. 


(The information referred to above is as follows:) 


If you remove the last 89 airplanes from this contract, the total price to the 
Government would be $321,166,315; the average unit price would be $629,738. 


Mr. Bares. Did you have something to say ? 


Mr. Marx. I might add: The average of the F-84F from BOP 

was $574,000, which would be about $14, 000 below the $586,000 for a 
similar quantity. And our low price, ‘I think, for the 599th, was 
about $271,000, which would compare very favorably, I think, with 
the— 

Mr. Courtney. One unit. 

Mr. Mark. Per unit; that is right. 

Mr. Bares. You had another figure of $244,000. 

Mr. Courtney. That was on 903. 

Mr. Mark. I looked it up this noon, and it is an add-on for another 
589, which was on top of 510. 

Mr. Courrney. That is right. 

Mr. Marx. Or considerably larger number of units. 

Mr. Courtney. That is right. That was 880-some-odd units. 

Mr. Kunwn. If you took the last 89 units off your contract, it would 
be over $600,000 average; isn’t that correct ? 

Mr. Mark. No. If you took all the 599, the average would be 
$574,000. 

Mr. Kunn. Yes. I am saying if you reduced the quantity to 510, 
to have comparable quantities, and took the last 89 planes off of your 
contract, it would run the unit average up over $600,000. 

Mr. Mark. It would be $271,000, which would be the fixed price for 
the last 99 units on that contract. 

Mr. Courtney. No, no. 

Mr. Mark. The 599th plane was billed to the Government at 
$271,165. 
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Mr. Courrney. You take off the 99 and treat yourself as having a 
contract for 510 planes only, and start with plane No. 1 and go to 
plane 510, and you have a cost in excess of $600,000. 

Mr. Gorvon. Along that line, I would like to point out to the com- 
mittee, however, that the price or the cost of the F-84’s produced 
at Kansas City also involved the cost of putting General Motors into 
the aircraft production business. 

Mr. Courtney. Oh, yes. 

Mr. Gorpon. Which, in this case, I would estimate in the region of 
$75 million or better. 

Mr. Bares. Yes; we understand that. 

Mr. Courtney. That takes care of the question that you had, Mr, 
Bates ? 

Mr. Bares. Yes. I think Mr. Kuhn can break those down and give 
us a general idea of what we might look at. 

Mr. Héserr. Let me recap what Mr. Bates has said. As I under- 
stand it now, the profit at Republic was—what? 

Mr. Courtney. On these contracts, 6.7 percent, on the F—84. 

Mr. Héperr. Six and seven-tenths percent before taxes? 

Mr. Courtney. Before taxes. 

Mr. Héserr. That compared to 11.4 of General Motors before 
taxes ? 

Mr. Courtney. Before taxes; that is correct. 

Mr. Héeverr. So the profit rate to General Motors was 7 percent 
higher, or 6 percent-plus higher, before taxes; is that correct? I 
mean the figures speak for themselves. 

Mr. Covurrney. That is right. 

Mr. Héserr. They are a part of the record. 

Now, after taxes the profit rate to General Motors was 5.4. Is that 
correct ¢ 

Mr. Courtney. Yes, sir. 

Mr. Hézerr. What was the profit rate to Republic? 

Mr. Courtney. Two percent. 

Mr. Hésertr. Two percent. Two percent? 

Mr. Courtney. Just let me verify that now. I had the figure just 
a moment ago. Just a minute. I have marked it. I am pretty sure 
it is 2 percent. That was given in the course of the testimony and was 
not—1952, the pere ent of profit to sales after taxes was 2 percent. 

Mr. Hesert. Two percent. So, in other words, the General Motors 
eee was some two and a half times more than Republic for the 
same aircraft. 

Mr. Courtney. Well, no, that is all aircraft. 

Mr. Hérerr. That is what 1 am trying to find out. 

Mr. Bares. I think we had to be extremely careful about this. We 
talked about the percentages this morning. Because if General 
Motors in this case had been behind schedule for 2 or 3 weeks and had 
been inefficient and delayed the procurement of these planes, then, of 
course, their percent would have gone down. 

Mr. Héserr. That is correct. 

Mr. Bares. Their percent of profit would have gone down and it 
wouldn’t have been as good a deal either for General Motors or for 
the United States Government. So if you are just talking about 
percentages, I think you have to be extremely careful. 
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Mr. Héserr. Also, I think to be fair on the overall picture, did Re- 
ublic have more expenses in developing the plane than General 
Motors? Wasn’t Republic the originator of the plane ? 

Mr. Courtney. Republic originated the plane. It was the devel- 
oper of the plane. And there are—I wouldn't want to give an offhand 

statement on that subject, but I should say that judging by the number 
of pages of change orders and the like w ‘ith reference to the first con- 
tract and the engineering costs, that they undoubtedly had a great 
many costs which would not be attributable to or required of, as a 
matter of fact, General Motors. 

Now, I wouldn’t want to state that without calculation in dollars. 

Mr. Héserr. No, but they did have costs which were not reflected in 
the General Motors 

Mr. Courtney. There are costs in these reports which do not have 
any comparable place in the General Motors—in the answer to the 
General Motors questionnaire. 

Mr. Héserr. That is right. 

Mr. Bates. That is right. 

Mr. Heéserr. I just wanted to put that on the record. 

Mr. Bares. That is right. And General Motors had many change 
orders that Republic never had in the first place. 

Mr. Courtney. That is correct. 

Mr. Bares. It was improved as time went by. 

Mr. Courtney. No, there would not be a direct comparison that 
would be valid in my opinion. 

Mr. Harpy. Mr. Chairman, I want to compliment General Motors 
representatives particularly on the statement of policy that has been 
so clearly set forth. 

I think that policy is highly a laudable expression of the company’s 
point of view and its efforts in connection with the defense activities. 

I want to also express general agreement with what I understand to 
be the point that has been made in connection with an 8-percent profit 
rate. 

Now, as I understand it, there was agreement that the rate of profit 
to be used in connection with arriving at the best possible estimate 
would be an 8-percent rate; is that correct ? 

Mr. Gorpon. That is correct. 

Mr. Harpy. Now, we had some discussion this morning about rede- 
termination prov isions. And we had some discussion about the ques- 
tion as to whether there was any guaranteed profit or any guaranty 
against loss. I think certainly it must have been anticipated that any 
profits that were developed because of increased efficiency by the con- 
tractor would be properly retained by the contractor on that particular 
segment, prior to a further redetermination, isn’t that the- 

Mr. Gorvon. Yes, but that profit is still subject to renegotiation. 

Mr. Harpy. Well, I tell you, frankly, Mr. Gordon, I am not too im- 
pressed about discussing renegotiation. I got all involved in a study 
of renegotiation a few years ago. That business has been overplayed 
so many times by people who talked it being subject to renegotiation 
and the profit on a particular contract gets lost. 

Frankly, I don’t know what your experience has been with respect 
to the extent of recoveries made under renegotiation, but some of the 
results that I have seen have not been particularly impressive. 








2766 STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 


So I would prefe r that we talk about redetermination rather than 
renegotiation and just let that take care of itself. Because 
excess-profits proposition. 

Mr. Gorpvon. May I make a statement relative to renegotiation, so 
long as it has been introduced into the hearings ? 

The subject was mentioned several times this morning. I have had 
considerable actual personal contact with the Renegotiation Board 
relative to General Motors Corp. profit and participation in defense 
contracts. 

In my statement this morning I made reference to the type of infor- 
mation which a contractor submits to the Renegotiation Board. The 
main factors were enumerated as the efficiency of the contractor, the 
quantity and quality of production, reduction of costs, the economy 
of materials, facilities and manpower, 

Information of this type is submitted on each of the major con- 
tracts. So that the Board does have considerable information and 
background on each major segment of the business, in order to prop- 
erly evaluate the contractor’s performance. 

These data include such things as price logs showing a history of 
the unit price on each major project on a monthly basis. 

In addition, they show a unit factory cost history of all types. 

Mr. Harpy. I don’t mean to interrupt you, but do you know the 
extent to which those factors really influence the net result of renego- 
tiation ? 


that is an 


Mr. Gorvon. I know that, based on my experience of Renegotiation 
Board proceedings there have been sizable sums returned to the Gov- 
ernment on renegotiation on each year’s business on defense items. 

Mr. Harpy. Now, that leads me to this question: If according to 
your testimony the Renegotiation Board—and frankly it is contrary 
to the testimony I have had in previous hearings with Renegotiation 
Board people. Based on your testimony, however, I take it that you 
are construing it to be entirely proper for the Renegotiation Board 
to renegotiate this contract out by itself, irrespective of what effect 
it might have on the other totals? 

Mr. Gorpon. Oh. I would like to continue on that same basis. 

Our experience with the Renegotiation Board in reviewing indi- 
vidual contracts and the performance thereunder, as I say, has been 
quite extensive, over many periods of years, because we have been 
involved in a great deal of defense production. 

My position as a group executive: I have sat in on many meetings 
of the Renegotiation Board, as a contractor representative. I have 
not made personal presentations of individual contract requirements. 
That is, as a group executive I have supervised the presentation by 
divisional general managers on an individual contract basis of many, 
many contracts before the Renegotiation Board, because those particu- 
lar divisions happen to be under my jurisdiction. 

I have also sat with these individuals on a preview of information 
going to the Renegotiation Board for complete agreement in con- 
formance with our policies by these general managers on work pre- 
sented to the Renegotiation Board. And it has been our experience 
consistently that our dealings with the Renegotiation Board have been 
on a very high level, but we have consistently come out of the Renego- 
tis ition Board meetings by making a definite allowance for return of 
funds to the Government on the entire corporation business. 
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Mr. Harpy. Well, that is, of course, the point that I have tried to 
make, and I think is the point Mr, Hébert was trying to make this 
morning, that renegotiation results are on the entire business and 
not on a single individual contract. 

Mr. Gorpon. That is right. In some, they are. But each individual 
contract is considered, discussed, evalu: ited, and all the performance 
data is submitted on an individual contract basis. 

Mr. Harpy. I don’t know what real contribution that would make 
except insofar as it assists in determining just what excess profits 
consist of. 

Mr. Gorpon. Well, the reason I am so specific about it, Mr. Hardy, is 
that it came up in the discussions several times this morning and I have 
the impression created in me that members of this committee feel that 
renegotiation would result in the loss of an examination of this indi- 
vidual contract. 

Mr. Harpy. I don’t think- 

Mr. Gorpvon. That is not so. 

Mr. Harpy. I don’t think anybody on the committee intended to 
leave that impression. 

Now, actually, frankly, my interpretation of your comments about 
that were not. quite consistent with Mr. Hébert’s in the first reference 
that he made to your comment, which at least infers that whatever 
excess profits were involved in this contract would be recovered. ‘That 
was in my judgment cleared up by your subsequent reference to the 
fact that it covered your total operation rather than an individual 
contract. 

Mr. Gorpon. I see. 

Mr. Harpy. And the point that I thought Mr, Hébert was trying to 
make, and which I am trying to make here at the moment, is that in- 
sofar as any excess profits or unearned profits, or however the General 
Accounting Office referred to them, are concerned in this contract, 
they become a part of the whole. 

Mr. Gorvon. That is right. 

Mr. Harpy. So you might wind up with a situation under which 
little, if any, recovery with respect to this contract would be made, 
isn’t that correct ? 

Mr. Gorvon. That is entirely possible. 

Mr. Harpy. That is just the point. 

Mr. Hérerr. Yes. 

Mr. Gorvon. But it would not agree with our history with the 
Renegotiation Board. 

Mr. Harpy. Well, because of that possibility, personally I prefer to 
ignore the renegotiation proposition, because that deals with excess 
profits on your total governmental business and is something that is 
entirely apart from redetermination. 

Mr. Gorvon. That is right. 

Mr. Harpy. Now, let us talk about redetermination a minute. 

Now, there was a discussion this morning as to this 8 percent agreed 
rate and just what it meant. I subscribe to your thinking that it rep- 
resents a starting point and an effort is made to arrive at a price 
which will reflect an 8-percent profit. Isn’t that the general objec- 
tive when you sit down at negotiation, on the best estimate you can 
give? 
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Mr. Gorpon. The 8-percent profit rate which you talk about is actu- 
ally an 8-percent bid rate on profit included as an item of cost at the 
time of redetermination. 

Mr. Harpy. Of course, you add it to your cost. 

Mr. Gorpvon. That is right. 

Mr. Harpy. At the time of your original negotiation you had an 
agreed 8-percent profit rate; isn’t that right? 

“Mr. Gorvon. No, sir. 

Mr. Harpy. I had understood that there was an agreement origi- 
nally that you would have an 8-percent profit rate, which doesn’t mean 
that you are going to be limited to an 8-percent profit. 

Mr. Bares. That is right. 

Mr. Gorpon. An 8-percent profit rate applicable 

Mr. Harpy. Applicable to negotiation. 

Mr. Gorpon. To bid and pricing at negotiation. 

Mr. Harpy. Applicable to pricing at negotiation. 

Mr. Gorvon. That is correct. 

Mr. Harpy. That is what we are talking about. Now, it doesn’t 
necessarily mean that that is going to be your actual final profit 
figure ? 

Mr. Gorvon. No, sir. It may be either above or below that figure 
depending on the contractor’s performance. 

Mr. Harpy. I would agree with your philosophy that a fixed-price 
contract is an incentive to efficiency. 

Mr. Gorpon. Yes, sir; we so consider it. 

Mr. Harpy. Is an incentive to a better price for the Government 
as a general proposition ¢ 

Mr. Gorvon. Y es, sir. 

Mr. Harpy. But you have a redetermination provision which is 
available both to the Gover nment and to the contractor ? 

Mr. Gorpon. Yes, sir. 

Mr. Harpy. Now, that redetermination provision is there, although 


you say there is no guaranteed profit and there is no guaranty against 
loss. 


Mr. Gorpon. Yes. 

Mr. Harpy. That would be true for a period of 90 days; isn’t that 
right ? 

“Mr. Gorpvon. That is right. 

Mr. Harpy. So that if after your first pricing you discovered any- 
thing particularly out of line in your estimates, you would be free to 
come back and renegotiate and insist on a minimum of an 8 percent 
profit ; isn’t that right, for the period beyond that 90 days? 

Mr. Gorpon. Looking forward ? 

Mr. Harpy. That is right. 

Mr. Gorpon. That is right. 

Mr. Harpy. And conversely, the Air Force would be in exactly 
the same situation. 

Mr. Gorvon. Precisely. 

Mr. Harpy. So that there is during the 90- day period ample oppor- 
tunity for fluctuations up and down if your estimates were not good! 

Mr. Gorvon. Correct. 

Mr. Harpy. Now, your estimates are supposed to be the best pos- 
sible estimates that can be provided; isn’t that right? 
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Mr. Gorpon. Yes. 

Mr. Harpy. Your estimates are not supposed to be a trading prop- 
osition, are they ? 

Mr. Gorpon. Not as estimates, no. 

Mr. Harpy. An estimate is supposed to be the best figure you can 
give looking forward; is that right? 

' Mr. Gorpon. Yes, sir. 

Mr. Harpy. And your contract provides for an estimate on an 
itemization basis? 

Mr. Gorpon. Right. 

Mr. Harpy. It provides for a breakdown of— 
estimates of the unit cost and the proposed prices of the items remaining under 
the contract after the effective date, itemized so far as is practicable in the 
manner prescribed by War Department standard Form No. 105. 

Well, I don’t know what that is. But it means to me that it is sup- 
posed to be itemized as completely as is reasonable. 

Mr. Gorpon. Yes. 

Mr. Harpy. And that those items are supposed to be as nearly 
factual and accurate as they can ¢ 

Mr. Gorvon. Right. 

Mr. Harpy. Now, this provision of the contract further has this to 
say, and I am quoting: 

Such relevant shop and engineering data, cost records, overhead absorption 
reports, and accounting statements as may be of assistance in determining the 
accuracy and reliability of the new estimate— 
shall be provided. 

Now, the purpose of that is to assure as far as possible that these 
estimates will be accurate and reliable, isn’t that correct ? 

Mr. Gorpvon. That is right. 

Mr. Harpy. Now, I want to refer to the item that was discussed 
this morning. I hadn’t really intended to get into this question of 
redetermination at, what, 68? 

Mr. Courtney. Seventy-one. 

Mr. Harpy. Seventy-one. But that came in for some discussion 
this morning because of the allegations of the General Accounting 
Office with respect to the $1,700,000. And much of that I believe has 
to do with a fairing assembly. 

Now, I have before me working papers 

Mr. Kunn. Mr. Gordon is shaking his head. Is that not—— 

Mr. Gorvon. Fairing assembly. 

Mr. Harpy. Maybe I am looking at the wrong line here. That is 
the way it reads, the best I can figure out. This is on the 71. 
Redetermination. 

Mr. H&ésertr. That is the assembly from another outfit. 

Mr. Harpy. It is a subcontract. 

I have before me the estimate sheets that were used and here is a 
pencil or pen notation beside 

Mr. Kunn. Excuse me, Mr. Hardy. You want to identify that as 
part of the General Motors’ price proposal. 
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Mr. Harpy. It is “Gener: al Motors Corp., Buick-Oldsmobile-Pon- 
tiac assembly material.” Pages 9 to 12. It is “estimated material 
costs.” This is an item which was under subcontract. It is listed 
here at a cost in your itemized—itemization breakdown, of $1,507.22, 
That is for the second segment of 228 units. Your third segment is 
also listed on this same sheet at a pric e of $399.50. Now, that 1s for 
the additional 300 units which extends be yond the first 299. 

This negotiation, or this redetermination, took place at 71. So it 
had to do with the additional 228. 

Now, there is a pencil notation on here, or a pen notation, which 
shows that the first 68 of these assemblies was priced at $1,507.22, 
which is the figure that you have listed, and it shows that the rest of 
them were priced at $399.50. 

Now, to be very plain—this is the basis for my previous reaction 
when we had the General Accounting Office before us—it was our 
information that the General Motors Corp. had at the time of this 
negotiation a price from the subcontractor of $399.50, and that General 
Motors knew that that price would be applicable to the 228, which 
price was then being determined, and still the figure on your estimate 
showed $1,507.22 

Now, if those facts are correct, it is a misrepresentation of the cost. 
It is Just as simple as that. 

Mr. Gorvon. May I answer that? You are referring to a Fairing 
assembly from the Vendo Co. 

Mr. Harpy. That is right. 

Mr. Gorvon. At Kansas City, Mo. 

At the time of renegotiation, this purchase order was available to 
the Air Force. <As a matter of fact, it had been signed by the Air 
Force ee as having been examined and agreed to by him. 

Mr. Harpy. I understand that that is the case. 

Mr. Gorpon. Yes. 

Mr. Harpy. That was testified to before. 

Mr. Gorpon. You yourself talked about the redetermination provi- 
sion at any time within 90 days after a redetermination meeting by 
either contractor—either the contractor or the AMC personnel in- 
volved in contract negotiations. 

The projected assembly of airplanes in the next 90 days after the 
meeting on redetermination—a very large proportion of the Fairing 
assemblies which would go into that very large group of airplanes 
would have been priced at this higher price, and if there had been a 
call for redetermination within 90 days of that time by the contractor, 
it was necessary from our standpoint that we include those assemblies 
at the higher unit price. 

Mr. Harpy. Will you explain that, because I am having a little 
trouble understanding it. Now, my information is that this was done 
at the 71st plane, ar nd the information that I have is that 68 of them 

‘ost you $1,507.22, and at the time of the negotiation you had a firm 
nein of $399.50 for every single unit that went into the rest of this 
segment and all of your next segment. 

Mr. Gornon. I have the purchase order in front of me and it calls 
for 139 assemblies, 25 of which are priced at $7,196.47 each, 114 at 
$1,504.22 each 
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Mr. Gorvon. Or $1,507.22. 
It was only after 139 assemblies that the price dropped, to the figure 
you mentioned. 

* Mr. Harpy. Now, let’s say that over again. 

Mr. Gorvon. This is a photostatic copy of the purchase order that 
is there. 

I might say in the larger segments- 

Mr. Harpy. That is the kind of thing we need to clear up. 

Mr. Gorvon. In a larger sense, Mr. Hardy, there is still apparently 
a great deal of confusion in the minds of the subcommittee members 
about this $1,700,000, of which you are mentioning only one specific 
item. 

Mr. Harpy. That is right. And I had cleared that up, because I 
had—I think if you will refer back to what I said, I said the major 
part of this. 

Mr. Gorvon. That is right. 

Mr. Harpy. Was in this Fairing assembly. 

Mr. Gorpon. Well, may I take just a moment to further clarify 
that ’ 

Mr. Power. We hadn't finished. You go ahead with the purchase 
order. I think he might interrupt your train of thought. 

Mr. Harpy. That is all right. [ am trying to understand the pur- 
chase order here. 

Well, I think I get just as confused by this as I do by some other 
things here. 

Mr. Gorvon. That demonstrates the fact that there are many firm 
prices on each purchase order, and each purchase order is different 
in that there is no relation between the firm prices of that purchase 
order and the segments of the airplane contract. 

Mr. Harpy. What is the date of that one? 

Mr. Power. That is the same one. 

Mr. Gorpon. It is the same one. It is just a separate photostat 
of the same purchase order ? 

I might say this, too, that an additional fact that colored our judg- 
ment in that particular case was that we were having a great deal of 
trouble with the Vendo Co. It was not one of our best suppliers. 
And under the conditions in which they were operating at that par- 
ticular time, we had severe doubts of their ability to perform under 
the contract, regardless of the so-called firm prices that were on the 
purchase order. 

Mr. Harpy. What was the date of this negotiation ? 

Mr. Kur. September 1954. 

Mr. Gorpon. September of 1954. 

Mr. Harpy. September of 1954. What date in September, does 
anybody know ? 

Mr. Marx. 8,9, 10, and 11. 

Mr. Harpy. I notice that this order is dated September 4. 

Mr. Power. That might be a price revision. Is it? 

Mr. Gorvon. The reason we brought that particular one is that 
that is the purchase order with the latest revision prior to the time 
of the redetermination meeting. That is the purchase order which 
Was applicable at the time of the redetermination meeting. 
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Mr. Harpy. Well, now, is it your 
I think, as far as I am concerned, is the M4 to it: Is it your testi- 
mony that at the time of this negotiation, the best price that you had 
on this assembly was $1,507.22? 

Mr. Gorvon. For a very large segment of those airplanes that we 
would produce within the next 90 days following the period of rede- 
termination of prices. 

Mr. Harpy. What is the General Accounting Office statement on 
that? 

Mr. Marx. There were several revisions on that purchase order, | 
don’t happen to have how many. But the one you have is, I believe, 
the one that was in effect immediately prior to the beginning of the 
negotiations in September of 1954. 

Mr. Courtney. September of 1954. Let’s get the production 
quantity. 

In September 1954, presumably, at the last day of September, 9% 
units had been delivered. 

Mr. Harpy. Now I want—just let me get back to where I am here, 
because I want to be sure that we get this thing straight. 

Mr. Courtney, Mr. Chairman, the record shows I am reading from 
the principal delivery schedule changes and the actual delivery ‘of air. 
craft submitted as exhibit A, asa part of Mr. Gordon’s statement. 

Mr. Harpy. Now, Mr. Gordon, you have shown me a purchase order 
which shows 114 of these assemblies at $1,507.22, and you have testified 
that that was the price that was applicable and was firm at the date 
of the redetermination that we have been discussing here with respect 
to the 228-unit second segment. 

Mr. Gorvon. That isright. There is one other factor I would like to 
add, however. That was the date of submission of the proposal—it 
was the 15th of July. 

Mr. Harpy. I am talking now, though, about the time that you sat 
down and negotiated this thing out. 

Mr. Gorpon. Yes, sir. 

Mr. Harpy. Did I understand the General Accounting Office sub- 
mitted to you a copy of their report? 

Mr. Gorvon. Yes, sir. 

Mr. Harpy. I want to ask you if you commented on this particular 
paragraph, on page 5. 

Mr. Gorvon. Yes; I think so. 

Mr. Harpy. (reading) : 


An example of the known price reductions making up the overstatement of 
$1,700,000 is the reduction in the price of an assembly purchased from Vendo, 
Ine., which was shown in the contractor’s proposal at a unit cost of $1,507 for 
228 units. However, this price applied only to the first 68 assemblies, and the 
remaining 160 assemblies were priced at approximately $400 a unit, a reduc 
tion of $177,000. Although— 


1 want you to listen to the last of this statement, because I wanted 


to find out whether you commented on it, if General Accounting Office 
submitted this to you— 


Although the supplier and the contractor had redetermined the price of this 
assembly prior to the submission by the contractor of his proposal, the reduction 
in price was not recognized in the proposal. 

Now, the General Accounting Office said you had re determined this | 
price before your proposal was ‘submitted. Is that or is it not true! 
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Mr. Gorvon. Do you have the answer here? 

Mr. Marx. I think, Mr. Hardy, there were 25 of these items on that 
purchase order used in the original segment. There were 114 in the 
next quantity. There were 71 in the original retroactive segment, 
and 25 from 71 would leave 46, and 46 from the 114 would leave 68 
more to go, if that is the one we had reference to in our letter. 

Mr. Power. No. [Confers.] 

Mr. Harpy. 68 at $1,507 is the figure that he shows here, and 160 at 
$399.50. 

Mr. Power. Well, that is the record we have, and that all of us 
here have looked at, that I know of. I know of no other purchase order 
having any different price than that with Vendo. 

Mr. Harpy. Then let me go back to this, because this, as far as I am 
concerned, is the key to this whole thing, and it looks like a deliberate 
mispresentation by General Motors. 

Now, when General Accounting Office sent this copy of their report, 
did you comment on this or did you take issue with it? 

Mr. Power. I am trying to get someone that I think knows some- 
thing about it, to reply. 

Mr. Héverr. That will be reflected in your reply ; wouldn’t it? 

Mr. Gorvon. That is right. 

Mr. Héserrt. It is easy enough to look at the letter and find out 
whether you did or not. 

Mr. Courtney. Here is the reply, Mr. Chairman. 

Mr. Harpy. If you pick out the pertinent part of it. 

Mr. Power. No; this letter does not comment on Vendo at all. It 
just is a general comment on the whole thing. 

However, if there is any question, we will go on record with it with 
a sworn statement and file it with the General Accounting Office. 

Mr. Harpy. Then it has to be a question. 

Mr. Power. No; I will see that that is done. I will submit that. 

Mr. Harpy. You must understand that there has to be a question 
about it. The General Accounting Office makes it as a flat statement. 
It is either factual or it is not factual. If it is factual, General Motors 
went into the redetermination negotiations with a statement of esti- 
mate which was contrary to an actual cost which they knew. 

Mr. Power. Well, on the basis 

Mr. Harpy. It either is or it isn’t. 

Mr. Power. That is right. And I say, on the basis of the facts as 
Iknow them—and I have gotten into this matter more or less in the last 
few weeks and studied it—this happens to be a purchase order that I 
reviewed, the one that has been delivered to you. That is the under- 
standing that I have today, that that is the record. I will check every 
other record in connection with it and I will have a sworn statement 
that we will send to this committee and we will send to the General 
Accounting Office. 

Mr. Harpy. I think you should do it. 

Mr. Power. We will. 


94763—57——-15 
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Mr. Harpy. As the fact of the matter is, you are remiss from not 
having picked it up from their report. They sent it to you before 
they submitted it to us. 

Mr. Power. That may very well be. I myself, personally, did not 
review the report at the time. 

Mr. Harpy. Now since it had been testified that it had been sent 
to General Motors, and we had no record of any comment on this 
provision, the committee has assumed that it was factual. 

Mr. Power. Well, I am sorry, we will clear that misunderstanding 
up, I am sure. 

Mr. Harvy. Well, we talked about one item. 

Mr. Power. Yes. 

Mr. Harpy. And that is a substantial part, I believe, of the $1,700, 
000. It is my understanding that the rest of the $1,700,000 the General 
Accounting Office contends is in exactly the same category, as to other 
items. 

Now, I maintain this, Mr. Gordon, so that we don’t misunderstand 
each other: I think certainly where you have to make an estimate, 
you are entitled to the consideration that you develop for efficiencies 
that occur during the interim period. Of course you are. But any 
time that any negotiator sits down and presents as an estimate figure 
and says it is his best estimate and is a firm figure, and he knows that 
he has a better price, then it is a false negotiation, in my book. 

If your people did it, I think they are guilty. 

Mr. Power. Yes. 

May I have it clear? Is there anything further on that that you 
want? I intend to do just what I said. 

Mr. Harpy. On that particular one that is all I wanted. I hadn’t 
really intended to get into that one, but we got into a discussion of it 
this morning and I do think it is important we clear it up. 

Mr. Power. I am very glad you raised it, because frankly, I didn’t 
know that that was the position in the report. 

Mr. Harpy. Well, it is spelled right out. 

Mr. Power. I know. 

Mr. Harpy. It stares you right in the face. 

Mr. Power. That is correct. 

Mr. Harpy. And in the light of General Accounting Office’s com- 
munications to General Motors asking for a refund based on that find- 
ing in their report and General Motors turns it down, it just looks 
like either somebody did an awful poor job of reading your mail and 
analyzing it or that there was a determination to stick by something 
that was either fraudulently or erroneously done. 

So I am glad to get this aired out. 

Mr. Power. I think the problem is that the reply was being directed 
to the aggregate figure of $1,700,000 and at the general statements that 
were made and somebody missed the specific thing that was used as the 
illustration. We will take care of it. 

Mr. Harpy. That one is certainly clear, in that report. 

Mr. Power. It is. 

Mr. Harpy. Now, Mr. Chairman, I would like to go on with 
another point here now. . 

Mr. Hepert. All right. 
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Mr. Harpy. I would like to get to the most recent redetermination. 
There were two items that we discussed in that redetermination that 
gemed to be the key to the difference between the Air Force and 
General Motors when they were negotiating and as between the Gen- 
eral Accounting Office on the one hand ahd the Air Force—maybe 
[shouldn’t say General Accounting Office. 

Yes, General Accounting Office made the postaudit. 

Mr. Héserr. That is right. 

Mr. Harpy. But between our computations on the one hand, the 
staff’s computations, and the General Motors and the Air Force on 
the other hand. 

Those two items primarily are a question of direct labor and the 
forward fuselage. 

Now, I would like to talk a little bit about this labor estimate 
first. 

Now as I recall it, there were six reasons given by General Motors 
according to the redetermination notes for estimating the labor cost 
high. 

Mr. Gordon, you touched on that some this morning. I am not 
too sure my memory is too good on that at the moment. 

But in any event, you figure, I believe, for January, according to 
ted statement this morning, which was around 16,000 hours; is that 
right ? 

Mr. Mark. We went in with 17,250, Mr. Hardy. 

Mr. Harpy. You started in with 17,250? 

Mr. Marx. It was later 

Mr. Courtney. Page 5 of the supplemental statement ? 

Mr. Harpy. Yes. You started in using your December figures 
which were 17,420 and you scaled that to 17,250 as the basis for your 
estimate, I believe ? 

Mr. Marx. That was in our original price proposal. 

Mr. Harpy. That was your original. 

Mr. Mark. That is correct. 

Mr. Harpy. Then in January your production rate stepped up 
pretty fast. And that was the month that you got your commenda- 
tion from the Air Force for having really turned out some planes. 
And that was when your labor rate began to go down. Your state- 
ment is that you had about 16,000 hours per unit during the month of 
January. 

Mr. Gorvon. 15,700. 

Mr. Marx. January and February. 

Mr. Harpy. Slightly higher than 15,700 for January, which your 
statement carries. 

Mr. Gorpvon. Yes. 

Mr. Harpy. So your reduced price of $288,000, then, was based on 
a reduced estimate for direct labor, based partly, I believe, now to 
16,000 hours, is that right? 

Mr. Gorpon. That is right. 

Mr. Marx. That is correct. 

Mr. Harpy. Now, in February did you have a further reduction? 


Because we are in March here now when we were doing this redeter- 
mination, 











2776 STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 


Mr. Marx. We had a gradual reduction, that led to agreement, I 
think, during the price negotiations, renegotiations, of accepting the 
Air Force’s own estimate of what the hours could be produced at, 
That was 13,050. 

Mr. Harpy. Did you accept that figure? 

Mr. Marx. As I recall, Mr. Hardy, I think—well, you will notices 
right on that page 5 there we quoted from the testimony, in which it 
shows 

Mr. Harpy. You quote from that, but I didn’t know you ever ac. 
cepted that as being the proper figure. 

Mr. Marx. Yes. 

Mr. Gorpon. We made that statement this morning. I repeat, “In 
the price finally negotiated, there are 13,050 hours per unit.” 

Mr. Harpy. Well, of course, we don’t have before us the final item. 
ization which produced the final price agreed on. 

Mr. Gorpon. Neither have we. 

Mr. Harpy. But if you took the 13,050 hours per unit, it comes 
out a lot different from the $271,000. Now unless you all change your 
itemization, you arrive at that. 

Mr. Mark. I might add, Mr. Hardy, that there were several re 
ductions. The $293,160 that was in our original price proposal was 
reduced by us to $288,160. I believe Mr. Hébert mentioned that yes 
terday. 

Mr. Harpy. Yes. 

Mr. Mark. At the start of the negotiations. 

Mr. Harpy. Yes, your major factor in that was a reduction by 
1,000 hours of labor, wasn’t it ? 

Mr. Marx. Around that, yes, a little less. 

Then we reduced that several times in negotiations until we got 
down to 16,000, I think which was mentioned at one time, 14,500, at 
another, and until we finally accepted the 13,050, which was the Air 
Force’s proposal. I don’t know what the source of that was. That 
was the one that was included in our final price at $271,165. 

Mr. Harpy. That gets me bothered now. If that is the basis—of 
course, we will have to try to work it out with the Air Force when we 
get them up here, to see if we find just what factors they had in their 
figures, in arriving at the figure of $271,165. 

Because in using 13,050 hours and using the 209-percent burden 
rate—— 

Mr. Kuun. Well, that is where the change comes in, Mr. Hardy. 
They didn’t use the 209 burden. 

Mr. Harpy. We did, but they didn’t; is that right ? 

Mr. Kuun. We did, taken from General Motors’ own percentage 
of burden rate in their proposal. 

Mr. Power. Well, do you feel that a burden rate remains constant! 

Mr. Kunn. No; it doesn’t. 

Mr. Harpy. As a matter of fact, we thought that that was prob 
ably high, since you all had used it in the beginning, and you cut 
down on your delivery time, so we thought maybe that was going 
to be a little higher, rather than being low. 

Mr. Power. Well, actually, we have a statement of what the expert 
ence was, I think, on our 

Mr. Harpy. Yes; you show your experience of 207, as I remem- 
ber it. 





“ 
, “Tn 
item- 
omMes 
your 
il re 


1 was 
t yes 


on. by 


@ got 
00, at 
e Air 
That 
is—of 
en We 
. their 
yurden 


Tardy. 


entage 
stant? 
: prob- 
ou cut 

going 


experi 


‘emem- 


STUDY OF AIR FORCE CONTRACT AF 33 (038)—-18503 2777 


Mr. Power. Yes; that is right. 

Mr. Harpy. So, actually, it didn’t come out too far wrong. 

Mr. Power. No; 207 was what was used. 

Mr. Marx. 207 is what we put in our original price proposal, but 
the reductions in the labor that was negotiated out to the 13,050 and 
the reductions in the bur den itself finally wound up with a burden 
rate of about 258 percent in the negotiated price. 

Mr. Harpy. Well, now, I am havi ing a little trouble understanding 
that. Maybe we w ill have to try to cet Air Force testimony on that, 
because you run your burden rate up when you reduce your delivery 
schedule. Now, that seems a little bit unusual, doesn’t it? 

Mr. Mark. Mr. Hardy, if we had reduced our labor hours in half, 
why, the burden rate might have been 500 or 600 percent. If you 
had reduced the productive labor hours in half or eliminated them 
altogether, why, the rate would go on into infinity. 

The rate itself—we held the dollars of burden to do the job to pro- 
duce the production schedule that was in the price proposal. 

Mr. Harpy. I am having a little trouble understanding where we 
come out if we agree to a reduction in the number of hours that we 
are going to apply per unit and increase the burden rate by more than 
enough to offset it. 

Mr. Marx. As a matter of fact, we reduced—I could give you some 
figures here that may help to clear it up. 

In our original proposal we had productive labor of about 34,000 
on a burden of 72,000. That shows up here. That develops a rate 
of 207. 

We finally wound up with, instead of 34,000 productive labor, with 
26,000 of productive labor, and a burden of $72,000 reduced itself 
to $67,000. 

So the labor went down much faster than the burden. The result 
was that the 207-percent rate picked wp to 258. 

Mr. Kuun. In the negotiated price ? 

Mr. Mark. That is all on the negotiated price. 

Mr. Kuun. Yes. 

Mr. Harpy. Of course, we all realize that this matter of burden 
isa variable proposition, and you can’t tie it too closely to direct labor, 
but that is the best gage we have. 

Mr. Mark. Yes. 

Mr. Harpy. I had thought that if you were able to reduce your 
total manufacturing period, at least you would reduce some of your 
total burden. Wouldn’t you? 

Mr. Bates. Sure, by dollars. 

Mr. Harpy. That is right, dollarwise. 

Mr. Barrs. But not necessarily with percentage. 

Mr. Harpy. Not necessarily the percentage, but dollarwise. 

Mr. Power. Not the percentage. 

Mr. Harpy. Not the percentage, but dollarwise you would. 

Mr. Power. Yes. That is what he said. 

Mr. Harpy. So that is where I get lost in this thing. Your per- 
centage might go up. 

Mr. Bates. That is right. 

Mr. Harpy. But your dollars would come down. 

Mr. Bares. Because you spread it over a smaller number of hours. 
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Mr. Harpy. You spread it over a smaller number of hours, but on 
top of that, you have a reduced number of dollars to spread. 

Mr. Bares. That is right. 

Mr. Powrr. That is right. 

Mr. Gorpon. We have to remember the fact that there was con- 
siderable variation in the number of units produced per month on 
this contract. It was quite unusual in that the acceleration in pro- 
duction at the end of this period was quite unusual due to a ve 

rapid elimination of the problems which had bothered the entire 
contract through its history. 

Mr. Harpy. Well, that just shows that General Motors were 
finally getting into stride. 

Mr. Gorpvon. No, not 100 percent, although we are perfectly will- 
ing to take credit for it. 

Mr. Bares. You might as well take it, when you can get it. 

Mr. Harpy. Well, actually on this labor question, { had not 
realized until we just got into this colloquy that you had ac cepted 
that and just increased your burden factor there. But I was going to 
ask you which one of your reasons for keeping your labor high 
proved to be wrong. Actually you came out with a much better 
labor figure than that, even. 

Mr. Power. I might just comment on it. I am not too familiar 
with this kind of a drop in labor hours or the study of it. But I 
have been reviewing it and trying to understand it myself. 

I find here that in December of 1954 our actual direct labor hours 
were 17,420. Then the Air Force made an audit of our experience 
in January. When they did, you came up with a figure of 15,700, 
So you got a drop at that point. 

Our people didn’t agree with that figure, and at the time of the 
audit mentioned, they thought it was more properly 16,000 hours 
according to their studies. 

Then when they went into the negotiations, the Buick-Olds-Pon- 
tiac representatives presented a proposal which had a direct labor 
content of 14,500 hours. That was based directly on the latest ex- 
perience they had. 

Now there was a trend there. And I think that is what the Air 
Force argued for. That 14,500 was our actual figure at that time. 

Mr. Harpy. Then you knew you could do better than you did? 

Mr. Power. What? 

Mr. Harpy. They knew you could do better than you did ? 

Mr. Power. That is about the way that happens, as I see it. 

Mr. Harpy. There is one other thing in this other price redetermi- 
nation that I want to talk about a little and that has to do with that 
material business. 

Now there is a difference in the figures that you have presented 
and the figures that are contained in the Air Force redetermination 
notes with respect to the Fisher price on this forward fuselage. 

I wonder if we can clear that up as to what did transpire. Accord- 
ing to the Air Force notes on the redetermination conference—well, 
let’s read it. The Air Force had apparently put a considerably lower 
cutheent? on the cost of this forward fuselage. Evidently projected 
from figures that they had back several months earlier. 


Mr. Power. Yes. 
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Mr. Harpy. And apparently they projected the price down a little 
faster than Fisher was able to reach ? 

Mr. Power. Yes. 

Mr. Harpy. Which maybe their experience in estimating this labor 
just didn’t hold up with Fisher quite as well as it did with BOP. 

But anyway, according to the minutes, in trying to resolve this 
difference as between their price, that is, their estimate and the 
$45,274 which was on the General Motors estimate, the notes say this: 

To support his position, contractor then produced a priced bill of material and 
other Fisher costs which upon further examination supported only $40,274. 

Now, in your statement this morning, Mr. Gordon, you referred to 
that, and you said: 

An evaluation of this proposed price as a submission should be made on the 
basis of cost experiences December 1954, not the cost experience end of March 
1955. 

Well, there again we run right head on to a question which looks 
like it might be a conflict of fact. 

I believe that we have the impression that as of the date of this 
negotiation all of these fuselages had been delivered by Fisher. If 
that is the case, there should have been a firm figure which would—I 
am not talking : about the “firm” as used here. 

Mr. Héserr. You don’t mean actual figure, now. 

Mr. Harpy. It should have been an actual figure, that would have 
eliminated any possible guesswork insofar as the estimate is concerned. 

Mr. Gorpon. That is right. 

Mr. Harpy. Now, according to the negotiators, the bill produced 
supported a price of $40,2 74 per unit. And that, inc identally, is 
exactly $5,000 per unit less than the price that was listed in your 
itemizations. 

Mr. Gorvon. That is right. 

Mr. Harpy. Now, I tried to follow your breakdown of it this morn- 
ing, but it didn’t agree with these figures, and so I couldn’t understand 
it. 

I wonder if you could shed any light on it. 

Mr. Mark. Mr. Hardy, I might try to confuse you further, if I can. 

The $45,274, that was the fuselage, I believe, plus some small parts 
that BOP furnished 

Mr. Gorvon. Longerons and similar items. 

Mr. Mark. Yes. That was put into our price proposal which was 
dated early February, February 3, I believe. That was based on fall 
of 1954 experience. 

Mr. Bares. October 31. 

Mr. Marx. October experience. 

Mr. Bares. October 3 

Mr. Mark. 1954. And again during the negotiations the subject 

was revealed thoroughly. Of course, the negoti: itions took place the 
latter part of March. At that time we had much later experience. 

During the negotiations the $5,000 in question was negotiated out. 
So we finally wound up 

Mr. Harpy. I am not talking about negotiating it out. I am talking 
about what the actual was here now. ; 

Mr. Marx. The actual is about the same. 
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Mr. Power. All right. How many units were delivered —— 

Mr. Marx. There were 200 

Mr. Power. Just a moment. At the time of negotiations? 

Mr. Marx. About 270, I think it was. I understand 270 were de- 
livered at the time of the negotiations out of a total of 300. 

Mr. Power. That is right. 

Mr. Bares. When was this negotiation ? 

Mr. Power. March. 

Mr. Mark. In the latter part of March. 

Mr. Tyzer. The 23d, 24th, and 25th. 

Mr. Mark. 22d of March. 

Mr.Bates. February 3d was what date? 

Mr. Power. That was the submission. 

Mr. Bates. Submission. 

Mr. Marx. We made up figures at that time. 

Mr. Bates. That is when you submitted. 

Mr. Power. Yes. 

Mr. Gorvon. It was a submission of the proposed prices 

Mr. Bares. Based on October 31. 

Mr. Gorvon. Based on October 31, 1954. 

Mr. Harpy. I can understand why that submission might have been 
used, if you didn’t have a more recent figure. But if you had a firm, 
actual, more recent figure, then again I get to the same problem that 
we were discussing a while ago. 

It becomes fictitious if it added $5,000 per unit. 

Mr. Power. Well, at that particular time BOP had its own costs 
through December 31, when it was preparing this submission that it 
made on February 3. 

It had, of course, the prices from its various subcontractors. Fisher 
Body division is, of course, a part of the same corporation, but for all 
practical purposes in the business, in practical operation, Fisher Body 
is a contractor, and they had given them a buildup of their price 
through October 31. 

That price went into the bill of materials, or the submission. ButI 
don’t believe there was any misunderstanding as to the data as of which 
that price was, 

Mr. Harpy. That may be correct. 

Mr. Power. Let me continue. The Air Force then asked for more 
up-to-date figures. 

Fisher was asked to present their best estimate based on actual costs, 
I think, through January 31, at least the latest information available. 
And they prepared that for them. But they included in there an esti- 
mate with respect to the remaining units that Fisher was to deliver, 
which was—how many ? 

Mr. Marx. Thirty. 

Mr. Power. No, that 30 is at the time of the negotiations, wasn’t it! 

Mr. Marx. No, 270 had been delivered up to February. 

Mr. Power. Through February. 

Mr. Marx. Yes. 

Mr. Power. This submission, as I recall it—— 

Mr. Mark. Was in February, February 3. 

Mr. Power. Yes. You had at least 30 units. I thought that the 
figures were made up as of January 31. Is that clear? Which way is 
it? 





STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 2781 


Mr. Mark. As of February 28. 

Mr. Power. They were made up as of February 28. They were 
actual costs through that date and an estimate with respect to the next 
30 units. And that comprised this price. And that became eventually 
the cost upon which the final price was negotiated out. 

Mr. Harpy. Now, let’s look at these notes a minute. I think you 
will understand why I have some more misgivings about this whole 
thing. 

iow, I don’t question the manner in which your cost estimate was 
drawn up initially. It was drawn up, I believe you said, in February. 

Mr. Power. Yes. 

Mr. Mark. February 3. 

Mr. Harpy. You used whatever figures you had prior to that time. 
I believe you indicated you used the figures—— 

Mr. Mark. October 31. 

Mr. Harpy. October 31. All right. 

Now that might have been the best figures that you had at that time. 
But according to the negotiation minutes, the last one of these things 
was shipped before this negotiation took place. 

Mr. Power. Not according to our information. 

Mr. Harpy. There is this statement in the minutes: 


Fisher shipped the 300th forward fuselage to BOP in the first week of March 
1955. 

Now, this was prior to the time of your negotiations. So the last 
one—according to this—and that is all Iam going by. It may not be 
accurate. If it isn’t, let’s clear it up. 

Mr. Power. I think at that pomnt—lI think I know what the con- 


fusion is right now. 

All but 30 units had been delivered through February 28. 

Mr. Mark. Right. 

Mr. Power. In March, they were negotiating these prices. They 
had shipped the balance of the 30 sometime during the month. 

Mr. Harpy. Yes. 

Mr. Power. And through that month. They had not been billed 
or priced—you understand what I mean. 

Mr. Harpy. Yes. 

Mr. Power. That is the reason—— 

Mr. Harpy. I think I can follow that. 

Mr. Power. The question is shipment as against—— 

Mr. Harpy. Against billing. 

Mr. Power. Finally, that is right. 

Mr. Harpy. That is right. I can understand that. All right. 

Now, here is further reading from the minutes: 

However, the Air Force auditors were able to observe certain trends in No- 
vember and December while checking the books. Fisher shipped the 300th 
fuselage forward in the first week of March 1955. It was pointed out to con- 
tractor’s representatives that as of this time most of Fisher’s costs were known 
and it appeared reasonable to compare the $45,274 per unit quotation against 
the actuals recorded in November, December, and the first 2 months of 1955. 
The Air Force asked for that. 

Mr. Power. That is right. 
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Mr. Harpy. 
Now then: 





According to this statement. 


To support his position contractor then produced a priced bill of materials and 
other Fisher costs which on further examination only supported $40,274 per 
unit. 


Now, this little gratuitous one comes in here behind: 
Thus it was found that Fisher had been overestimated by $5,000 per unit— 
This is no criticism up to this point— 


But contractor still claims that the $45,274 per unit for Fisher was fair and 
reasonable, and attention was called by contractor representative to the price of 
$84,479 per forward fuselage charged by Republic Aviation Corp. 

Now, is that a normal negotiation basis ? 

Mr. Power. Well, I don’t know. I mean those are the minutes, 

Mr. Harpy. Well, the whole question on this point simmers down 
to this one. Ican understand at the time that your prices were drawn 
up and you used your October figures, although that was in Febr uary, 

But this was also more than a month ahead of your negotiations. 
Then you come along to negotiation, and the inference in this is that 
the negotiators had with them a breakdown of Fisher’s price which 
they had not presented and they had declined to present until the 
Air Force just insisted that you get a more recent price, especially in 
view of the fact that the last one of them had already been s hipped. 

Now, if that is an improper inference, it ought to be corrected. 

Mr. Gorvon. The redetermination meeting involved 3 days of dis- 
cussion of various cost factors applicable at the time. 

The specific item that you mentioned here was only one of many, 
many discussions the negotiators on both sides had relative to the costs 
applicable to redetermining the price. 

Overall, I think we have to recognize the fact that during this 3-day 
persed of negotiation in redetermining the price there was a total of 
over $20,000 negotiated out of the price of each one of the airplanes 
in the formal segment. 

I think that is’'a pretty good indication of the ability of the nego- 
tiators on the part of AMC to arrive at a very satisfactory price 
for the Government. 

Mr. Harpy. Well, I don’t know whether that is an indication or 
not. We are going to try to develop what their ability was when we 
get a chance. 

But actually on this—and I don’t profess to be able to analyze 
these costs myself. But I get disturbed when I see what looks like 
an improper basis for negotiation being used, and where it was 
stated that every one of these had been shipped—Fisher was a divi- 
sion of General Motors. 

Mr. Power. Yes. 

Mr. Harpy. Certainly if there was any question as to what the 
cost of them was going to be, it ought not have been hard to find out, 
And you wouldn’t have had any question of any variation in your 
estimate on an item that had already been received. And yet we come 
down to a point where you had a $5,000 variation. In the total it 
amounted to $114 million. 

Mr. Hésert. Then they relied—then not being able to prove it by 
document or actual figures or refusing to prove it by actual figures, 
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General Motors than said “Well, somebody else charges more, so this 
js a fair and reasonable figure we are going to charge.” That was 
what it amounted to. 

Mr. Harpy. That is what the statement shows. 

Mr. Bares. You were there at the time, Mr. Gordon, weren’t you? 

Mr. Gorvon. No, I was not there. 

Mr. Barres. Was there anybody here at those meetings ? 

Mr.Gorvon. Yes. Mr. Middiesworth was present. 

Mr. Harpy. Do you recall that discussion ? 

Mr. Mippieswortu. I certainly do. 

Mr. Harpy. I would like awful much to find out just what did take 

lace. 

Mr. Mipptesworru. Mr. Clapsaddle, sitting over there, advised the 
Air Force that we would check with Fisher Body, which we did. 

I would like to be sure we get the figures straight. 

Mr. Harpy. That is what we would like to do. 

Mr. Mippiteswortu. In the conversation, as I recall it, and review- 
ing from some notes, the Fisher initial estimate was $44,000 for this 
forward fuselage. 

The Air Force estimate, based on data that they had at hand, was 
in the neighborhood of § $36, 000. 

In contacting F isher, through their actual experience through 
February 28, and an estimate to complete the balance of the contract 
and close out that business—they advised us that it appeared at that 
point that the average cost of the 300 would be in the area of $39,000. 

At that point we continued our discussion, and we were this $: 3,000 
apart. I think that the reecord—I don’t know about the Air Force 
record. But we advised the Air Force of what we had done, the basis 
for our numbers, and maintained until the end that the $36,000 was 
not sufficient consideration for this piece of business, for this forward 
fuselage furnished by Fisher Body. 

You want to give the actuals? 

Mr. Mark. Yes; if you have them. 

The actuals, I might add, Mr. Hardy, are very, very close to the 
amount that was finally negotiated, of a little over $40,000. There 

wasn’t——— 

Mr. Harpy. Actually, the $40,000 that was negotiated, as I under- 
stood it, were supposed to be the actuals. 

Mr. Power. No. 

Mr. Marx. At the time there was the 30 units shipped in March. 
It took us until April to find out what our costs were. 

Mr. Harpy. You got a little more reduction on that, but it was 
inconsequential. 

Mr. Marx. That is right. 

Mr. Harpy. But at the time, at least as I understand it, for those 
that had already been billed and delivered, $40,274 was the price, 

wasn’t it? That must have been the price. 

Mr. Marx. If I could just add one more thing, sir: 

i At the time we made the proposal, which was in February of 

55 

Mr. Power. That is right. 

Mr. Gorvon. That is right. 

Mr. Marx. We were looking at a cost of October of $44,794. 
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Mr. Harpy. I can understand that. 

Mr. Mark. Around $44,000, I think it'is. I will correct that, 
About $44,000. 

Mr. Harpy. I can understand that. But the thing I can’t under. 
stand is when you go into negotiation and you have gotten them all 
delivered and you got bills on all but the last 30 and you know they 
are not going to cost you any more than the other 270—I just havea 
little trouble understanding why when the item is already on hand 
and you know what the cost is—why there should be any question 
about an estimate. That is the whole story. You get down here and 
you got them there and they cost $40,274 apiece, but it is actually 
$5,000 difference from what your estimate was. 

If they come out $40,273 I would feel a little different about that, 
but how you happened to hit it exactly on the nose at $5,000-——— 

Mr. Bares. Will the gentleman yield? 

Mr. Harpy. Surely. 

Mr. Bates. What we are trying to determine is what happened to 
the $45,000 and that discussion pertinent to it. 

You told us the price Fisher agreed on was around 39. 

Mr. MippteswortH. The $40,000 figure. 

Mr. Bares. Yes. 

What we wanted to find out from you was the discussion in refer- 
ence to the $45,000 and the insistence of General Motors on the 
$45,000. 

Mr. Mipptesworrn. We did not insist after we had contacted 
Fisher—and, of course, in the various bargaining moves from the 
283,000 to the $271,000, this $5,000 of cost that we found had been 
overstated in the estimate based on the most recent information was 
given consideration in the final price that was accepted. 

Mr. Bares. But you had that knowledge when you went to the 
meeting ? 

Mr. Mipp.tesworrtu. No, sir. 

Mr. Gorvon. No. 

Mr. Marg. We did not, sir. 

Mr. Bares. You did not have it then ? 

Mr. Mars. No. 

Mr. Bates. When did you get that information ? 

Mr. Marx. As I recall, it was obtained by telephone, overnight, 
during the process of the negotiations. 

Mr. Bares. During the process of negotiations ? 

Mr. Marx. Then they came back and at that time I believe, Mr. 
Bates, they offered the Air Force our cost experience on the 270 units 
shipped through February. 

Mr. Bates. So the statement in here, “But contractor still claimed 
that the 45,274 per unit price for Fisher was fair and reasonable,” 
was before the telephone conversation ? 

Mr. Mippteswortn. It had to be, sir, because—— 

Mr. Bares. Well, I am just trying to find out. It doesn’t say here 
whether you had a phone call or not. That is the situation. 

Mr. Mippteswortu. It must be that. 

Mr. Harpy. I want to point out this does say this was after the 
figure of 40,274 was submitted, according to the way I read it. 

Mr. Bares. Oh, yes, and he acknowledges that. 


efer- 
- the 


ucted 
. the 
been 

was 


» the 


ight, 
Mr. 
units 
imed 
ble,” 


here 


r the 


STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 2785 


Mr. Mark. Yes, that is correct. 

Mr. Bares. He acknowledges that. 

Mr. Harpy. I am just wondering—I didn’t understand any reason 
for trying to insist on it. 

Mr. Bares. iy insisted on it when they went to the meeting and 
in the course of the meeting as I understand it you made a phone 
call. At that time, the $39,000 figure was made available. 

Mr. Marx. I might add one more thing, sir. BOP, in our de- 
centralized operation, had no knowledge of the Fisher cost or excess 
to them or any reason to suspect that there was as wide a variance in 
cost as actually turned out. 

Mr. Bares. All right. So you received a phone call. Then you 
attended another meeting. Then at what price did you agree to at 
that time, after the phone call? 

Mr. Marg. $38,970, which together with these small—what do you 
call them ¢ 

Mr. Gorpon. Longerons and other items. 

Mr. Marx. Added up to $40,274. That is very close—I can’t quote 
you the actual figure, but very, very close to what the actual eventually 
turned out tobe. That figure is included in the price. 

Mr. Harpy. I think I understand that. I am still a little bit un- 
certain about what took place with respect to trying to justify the 
$5,000 increase because of the Republic’s price. Mr. Middlesworth, 
do you remember that discussion ¢ 

Mr. MippteswortrH. Not exactly. I can’t say that I do, sir. How- 
ever, naturally, we were discussing the cost of the Fisher. If the 
statement was made, then I probably made it myself. It was not 
certainly made with the intent which you gentlemen seem to imply, 
that therefore that that was a very good price. We were discussing 
the Fisher operation. We were very proud of the way Fisher Body 
built out their program. 

I think the Air Force will admit that they did a beautiful job 
building out their program. 

Mr. Harpy. That is fine. 

Mr. MippLesworrtH. And—excuse me. 

Mr. Harpy. We are not implying anything here. We are just try- 
ing to understand what is in this report. It just says that General 
Mortors insisted they were still entitled to the $5,000 because Republic 
charged $84,000 for them. 

Mr. MippLeswortnH. If my memory was correct, sir, we were still 
discussing the fact, the Air Force on their side and us on our side, 
that this thing should only cost $36,000 and we were at a $39,000 figure. 

We felt that the $39,000 was certainly a reasonable cost figure be- 
cause we had to purchase some, we thought, that we had paid $84,000. 

Mr. Harpy. Yes, but you knew what these were going to cost you. 
Tam just wondering actually what Republic’s price—you indicated, 
other than that they were awfully inefficient. 

Mr. Mippieswortu. Sir, I would certainly say that not once did we 
mtend that we should be paid $84,000 for the fuselages that were 
being finished. 

Mr. Harpy. Yes, but you thought you just ought to have that little 
$5,000 token in between. 

Mr. MippieswortH. No, sir, I can’t agree with that. 
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Mr. Bares. Mr. Middlesworth, I would like to have your comment 
on this. 

To support his position, contractor then produced a priced bill of materia] 
and other Fisher costs which, upon further examination, supported only $40,000 
per unit. Thus it was found that Fisher had been overestimated by $5,000 
per unit, but contractor still claimed that $45,274 was fair and reasonable. 

Is that a correct statement ? 

Mr. Mippieswortu. Those are the Air Force minutes—right? At 
some time during the 3 days, I think everything that you have read 
there took place. I can’t agree that they took place in the exact 
order in which that happened. Because it doesn’t make—— 

Mr. Hésert. Then you would say the Air Force is in error in their 
timing? 

Mr. Mippteswortn. Of words. 

Mr. Bares. The figures are all right, but the order of them might 
be wrong ? 

Mr. Mippteswortn. I would certainly say that that would be true. 

Mr. Bates. You don’t recall insisting on $45,000 after you received 
prices of $40,000 ? 

Mr. MippieswortnH. Not only do I not recall it, it did not happe 

Mr. Bares. Well, now, it says here that you produced priced il 
of material; is that correct? 

Mr. Mippieswortu. In the early part of the program, or of the ses- 
sion, before we made our phone call to contact Fisher Body, I did sub- 
mit or offer a bill of material which supported the estimate of the 
$45,000 that Fisher had given us. 

Mr. Bates. But not figures of $40,000? 

Mr. Power. No. 

Mr. Mippteswortn. No, no, not figures of $40,000. 

Mr. Bates. That is what this says here. Now, did you receive a 
confirmation of the phone call? Did you have any written prices 
from Fisher? 

Mr. Mippteswortu. At that time? No, sir. 

Mr. Bares. So all that you had on the lower prices was a phone 
call? 

Mr. Mipptesworrn. That is right. 

Mr. Bares. You never had one for $40,000 in writing? 

Mr. Gorpon. Not at that time. 

Mr. Mark. Not on the negotiations. 

Mr. Harpy. That is something we will probably have to clear up 
with the Air Force, too. I am just wondering—and you agreed toa 
final prices of $271,165. We have developed that you worked out an 
agreement w ith respect to this forward fuselage which was your main 
item in material, and apparently you were in agreement on material. 
You worked out an agreement with respect to the total number of 
hours of direct labor. How did you add up the rest of it, Mr. Middles- 
worth? You sat in there and I presume you must have added that 
thing up some sort of way. You have the individual items? 

Mr. Mippieswortu. Ce rtainly ; first, we were discussing cost, but we 
were trying to arrive at a fair and reasonable price. 

Mr. Harpy. You wanted to be sure you got at least your 8 percent 
profit ? 

Mr. Mipptesworta. I might say that when we left the room we were 
confident that we did not have an 8 percent profit. 
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Mr. Héserr. It amazes me the way General Motors underestimates 
and overestimates these things, with their experience. 

Mr. Harpy. Let’s see if we could find out how you added this thing 
up and what the specific items were. Do you have a tabulation of 
them that came up to that figure, $271,165 ? 

Mr. Marx. We do. 

Mr. MippteswortH. We have one. 

Mr. Harpy. I wonder if we could have a copy of it? I wonder if 
you know whether that is identical with the Air Force tabulation? 

Mr. Mippteswortn. No, we do not know that. 

Mr. Harpy. You donot know how they got it? 

Mr. Mark. These are just our calculations based on our own conclu- 
sions as to how we got the price. 

Mr. Harpy. Do I understand that your negotiators added up and 
the figure came up to $271,165, and the Air Force did the same thing, 
so you reached agreement ? 

Mr. Marx. There are a lot of other figures on there. 

Mr. Courtney. I know. But what are the figures that relate to 
the question ? 

Mr. Mark. Can I read them ? 

Mr. Courtney. Just read them into the record. 

Mr. Mark. I will submit them later. I just happen to have a lot 
of other things on there. If Mr. Gordon wants to submit it. 

Mr. Gorpon. Oh, no. Go ahead. 

Mr. Marx. I will read them, however. 

The Fisher Body material—and this is the final as we tabulated 
it—was $40,274. Our other allied—I can’t give you the detail on 
that at the moment—was $11,711. 

The outside material was $95,647. 

The inbound transportation was $766. 

For $148,598. 

The direct labor was $26,032. 

The burden was $67,068. 

Mr. Courtney. Wait a minute. Repeat that, will you, please, on 
the direct labor ? 

Mr. Marx. The direct labor was $26,000-——— 

Mr. Courtney. $26,000 

Mr. Mark. 032. 

Mr. Courtney. $26,032. 

Mr. Marx. The burden, $67,068. 

The overtime premium, $1,492. 

The night shift premium, $1,576. 

The cost of living, $2,159. 

Flight, $793. 

Repair of Government-furnished—GFAKE, I think they call it— 
$793. IT may have that confused. I think that is $200. I am sorry. 

The factory cost adjustments—a red figure of $459. 

_ Mr. Héperr. One second. May I go back there, please, sir, to the— 
ls it repair of Government? 

Mr. Marx. Government furnished. 

Mr. Kunn. GFAE. 

Mr. Hénerr. GFAE. What did you finally conclude on that? 

Mr. Courtney. Two hundred. 

Mr. Mark. Two hundred. 
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Mr. Heserr. All right. 

Mr. Mark. And next, what we call factory-cost adjustments, a red 
figure of $459. 

And the general and administrative expense, of $5,445. 

And the profit for bid purposes, $18,461. 

Adding up to a total of $271,165. 

Those were our own calculations. 

Mr. Héserr. And that was the final figure agreed upon ? 

Mr. Mark. I think there was—the final figure included some engi- 
neering change orders. But for the plane itself at that time, that was 
the final figure. 

Mr. Héerrr. $271,000 agreed upon ? 

Mr. Manx. Yes, sir. 

Mr. Courtney. The change orders were added on by special 
pricing ? 

Mr. Marx. That is right. 

Mr. Gorpon. That is right. 

Mr. Courtney. Separate pricing, I mean. 

Mr. Mark. That is correct. 

Mr. Courtney. So that wouldn’t be an issue? 

Mr. Marx. No. 

Mr. Héperr. May I ask one question here? Turn back to the direct 
labor amount, and then to the burden. In other words, as I under- 
stand it, the direct labor amount—you start off with the 17,000 hours 
and then finally came into agreement with the 13,050 hours; is that 
correct ? 

Mr. Mark. That is correct. 

Mr. Hérerr. And then based—let me try to get it right, now. 
Based on the 16,000 hours, you had a burden of 207 percent 7 

Mr. Mark. No, sir. Based on the 17,000 hours, we had a burden 
rate of 207 percent. 

Mr. Heperr. 207 percent. Now, this burden rate is what I ama 
little confused on, too. In other words, when you estimate your 
hours, the direct-labor hours, you then apply against that a certain 
percentage scale; is that correct? 

Mr. Power. No. 

Mr. Mark. No, sir; it works the other way around. We take our 
direct-labor — at the rate per hour. In this case, in the original 
estimate, that 17,000 gave us, at the going rate, some $34,845, which 
is the same up there. 

Mr. Héverr. Yes. 

Mr. Mark. And the burden was $72,176. By dividing one into the 
other, we get 207 percent. Every time one changes or the other 
changes, why, the result changes. 

Mr. Héperr. Yes. In other w ords, what I am trying to ascertain 
here: You agreed to the Air Force figures of 13,050 hours ? 

Mr. Marx. That is correct. 

Mr. Hépzerr. And then that represented 207—that is correct, again? 

Mr. Mark. Well, the final price, Mr. Hébert ? 

Mr. Hézerr. Yes. 

Mr. Mark. The final was—I think I said—the 13,000 hours resulted 


in about $26,032 of productive labor. That is in the neighborhood 
of 13. 
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Mr. H&éserr. What percentage did that represent according to your 
burden ¢ 

Mr. Mark. Two hundred and fifty-eight percent. 

Mr. Héserr. Well, so all you did—you were generous and gracious 
and kind, and told the Air Force, “Why, sure, we will accept your 
13,000 hours”, 

Mr. Marx. I am sorry, I didn’t—— 

Mr. Héeerr. “Then all we will do is up the cost on the other.” 

Mr. Marx. That isn’t correct. 

Mr. Héserr. That is what I am trying to find out. The figures come 
out the same, though. 

Mr. Power. Tell them what you did. 

Mr. Mark. The original labor was $34,845, and it reduced to $26,032. 
The original burden was $72,176 and it was reduced through negotia- 
tion to $67,068. 

Mr. Power. There is your reduction. 

Mr. Marx. Both sides of the equation changed, in relation one to the 
other. 

Mr. Harpy. If I could get in this just for a little bit 

Mr. Héserr. I am just wondering—I am glad I am running for Con- 
gress, instead of trying to do this. 

I will know how to figure out the uncounted precincts in the ends 
and find out where I am. 

Mr. Harpy. What you did here: You reduced your burden by an 
amount of $5,000 per unit. 

Mr. Marx. That is correct. 

Mr. Harpy. While you were reducing your direct-labor hours from 
17,000 down to 13,050. 

Mr. Marx. We took about $10,000 out of our labor. 

Mr. Harpy. Allright. I know you did. 

Mr. Marx. And only about half of that 

Mr. Harpy. Iam talking about dollars now. Either you were right 
or you were wrong on your estimate. It turned out you did a pretty 
good job on that estimate on direct labor. But the point I am trying 
to get at is this: If you reduce your direct labor by 25 percent, you 
ought to increase your delivery schedules by 25 percent. 

Mr. Marx. I don’t feel I am qualified to answer that. 

Mr. Gorpon. No, that is not quite true. 

Mr. Harpy. It couldn’t be very far wrong. 

Mr. Gorvon. Particularly this period we are speaking about, when 
there was a rapid acceleration of the rate of delivery of airplanes due to 
the elimination of many of the difficult problems that I had mentioned 
previously. 

Mr. Harpy. Yes, but if it takes you 25 percent less time and you 
got the same labor force, it certainly is going to come off your line 
that much faster. 

Mr. Gorpon. That is true. 

Mr. Harpy. So if they come off the line that much faster, then your 
delivery schedule is speeded up approximately the same percentage. 
Otherwise, you got somebody sitting on their hands. 

Mr. Gorvon. But our record was not on the same percentage basis 
as you speak of. The acceleration in production over this period of 
time was much greater than that. As a matter of fact, there were 

94763—57——_16 
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intervals in there in which we actually increased production of air. 
planes with a decrease in direct labor, in a fairly constant manufac. 
turing burden. 

Mr. Harpy. Well, I was going to get to that in a minute. I hadn't 
talked about the manufacturing burden that was applicable. I wag 
talking about the acceleration of your delivery rate, which it would 
seem to me to indicate that at the time your burden would be applicable 
would be reduced by about 25 percent. I was about to point out that 
you had—I don’t recall what your period is here. When did you 
finish the last delivery? In August? 

Mr. Gorvon. No; in May. 

Mr. Courtney. May. 

Mr. Gorpon. 1955. 

Mr. Mippteswortn. The schedule was August. 

Mr. Harpy. May 1955. So asa matter of fact you completed these 


9 


within 3 months—within 90 days after your price-redetermination 
conference ? 


Mr. Gorvon. That is true. 

Mr. Harpy. You don’t know—your original schedule was August, 

Mr. Marx., Our original schedule—— 

Mr. Gorpvon. Our original schedule was August. 

Mr. Harpy. So that you cut your delivery time in half? 

Mr. Gorpon. No. Before we went into the price redetermination 
meeting, the cost estimates had already been reduced on the basis that 
the delivery schedule would be accelerated by 1 month. 

Mr. Harpy. Well, I understood that that was in your reduction to 
$288,000. 

Mr. Gorpvon. That is right. 

Mr. Harpy. Apparently it didn’t have too much to do—yes, you 
had right much in burden there, too, apparently. 

Mr. Marx. It was both, Mr. Hardy. 

Mr. Harpy. The point I was trying to bring out was that in re- 
ducing and in speeding up by 25 percent over your own estimate, you 
reduced your burden only $5,000, which is in terms of dollars—5,000 
as against 72. Your percentages were pretty small. 

Mr. Gorpon. That was due to the fact that a considerable portion 
of those people in those operations that are involved in burden are 
maintained almost regardless of the production rate, in order to have 
an efficient organization to produce airplanes. 

Mr. Harpy. Yes; during the period of production. 

Mr. Gorpon. That is what we are speaking of. 

Mr. Harpy. I know, but I am talking about where you have short- 
ened the period of production. You certainly eliminate those people. 

Mr. Gorpnon. At the end of the contract ? 

Mr. Harpy. That is right. 

Mr. Gornon. That is right. 

Mr. Harpy. What I am trying to get at is this: I have a little 
trouble understanding the basis on which the burden rate—your bur- 
den would have been reduced—I am not talking about your rate, but 
the burden dollars would have been reduced by such a small amount 
when you have acknowledged the likelihood of a speedup in your 
production rate by 25 percent, approximately, because you cut from 
17,000 to—I used the 17,000 figure because I am comparing to your 
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$72,000 burden that showed originally. You cut down to 67,000. 
You only reduced it by $5,000. 

Mr. Gorpon. Yes. 

Mr. Harpy. And you reduced your direct labor hours from 17,000 
down to 13,050. Which means that your direct labor hour, per man— 


you are pong to turn these things out at least 25 percent faster. 


ich should shorten your delivery time by 25 percent. Which 
ought to have a considerable impact on the burden. That is what I 
am trying to get at. But still you reflect only $5,000 in your esti- 
mate and according to GAO it actually turned out to be $48,000 as 
against $67,000. That is where you made a big hunk of additional 
rofit. 
ate Mark. Mr. Hardy, we didn’t know at the time of the price 


“negotiations that we could do any better than 1 month earlier than 


the completion date in the contract, agreed upon. 

Mr. Harpy. Well, you obviously did speed up a lot faster than you 
had anticipated ? 

Mr. Mars. That is right. 

Mr. Harpy. Because otherwise, you were anticipating it 1 month 
and actually you had 3 months. Which is a compliment. But it 
looks to me like the Air Force sure didn’t argue with you too much 
on this burden proposition, if that is the way they figured it, too. 

Mr. Héserr. The line—— 

Mr. Bares. I wonder if you could indicate—Mr. Hardy has been 
asking about it and Mr. Hébert checked into it earlier—concerning the 
degree of correlation between a reduction of cost of burden when you 
have a large reduction in direct labor. In other words, what are the 
factors that delay the burden figure in relationship to the direct labor? 

Mr. Mark. I can’t give you a figure, Mr. Bates. 

Mr. Bares. Give the reasons. 

Mr. Mark. The reasons 

Mr. Bares. Give the reasons. 

Mr. Marx. I might say partially are stated on page 6 of the sup- 
plemental statement. We have a lot of indirect labor, like supervi- 
sion, inspection, and you will have a man doing an inspection job and 
he will inspect 1 piece a day or 500 a day and he just gets so much 
money. You have taxes and insurance. We have as a large part 
fixed expense, which is fixed in amount, and doesn’t vary in relation 
to volume or production. 

Mr. Barrs. Because you have a lesser number of days involved. So 
in the aggregate it is considerably less. You think the answer is: it 
is spread over a wider base. 

Mr. Mark. That is correct. 

Mr. Bares. Proportionately. 

Mr. Marx. A wider or a narrower base, depending upon what 
happens to your production schedule. 

_ Mr. Bares. That is right. So that is the answer to the inquiry, 
isn’t it, that Mr. Hardy was making? 

Mr. Harpy. I was cheating. I didn’t hear it. 

Mr. Bares. You want to go ahead. We were asking, Porter, why 
there is not a greater correlation between the reduction in burden with 
the reduction in labor cost. That was the point I was on. I was ask- 
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ing him to give an example why the burden rate didn’t go down to 
greater degree than it has here. 

Mr. Marx. And I answered that there are areas of supervision— 
foremen, general foremen, managers, taxes, insurance, and all of those 
items—that are fixed in amount regardless of the dollars. 

Mr. Harpy. That is absolutely true, if you don’t reduce your period 
of operation. 

Mr. Marx. Well, they are the same each Monday, Mr. Hardy. 

Mr. Harpy. I understand. But if you cut down—if you cut your 
period of manufacturing in half, you eliminate that. 

Mr. Marx. That is correct. 

Mr. Bares. I made mention of that, Porter. Then he said there 
is a greater number of units per day and, therefore, your overhead is 
spread over a larger number of units per day. 

Mr. Harpy. Yes. 

Mr. Bares. Clear as mud ? 

Mr. Mark. Yes, sir. 

Mr. Harpy. If you spread it over, that reduces your percentage. 

Mr. Héserr. In that connection, in your burden, as I understood, 
one of the reasons you gave for the estimate of your burden was because 
of your accelerated program and you anticipated a 3-month period, 
whereas the finished product was turned out in a month, 1s that 
correct ? 

Mr. Mark. We anticipated 1-month increase in the schedule, and 
the actual was produced almost 3 months ahead of time. 

Mr. Héserr. That is right, ahead of time. 

Mr. Marx. Yes. 

Mr. Héserr. Now when was the contract supposed to be completed, 
what date? 

Mr. Marx. According to the schedule, it was to have been com- 
pleted—24 units in August. 

Mr. Héserr. That would be the last delivery ? 

Mr. Marx. That would be the last delivery. And we accelerated 
that 1 month in the pricing. 

Mr. H&ésert. But when was the actual ? 

Mr. Marx. The actual was—his last 88 ships were delivered in May. 

Mr. Héserr. And in March was your estimate? 

Mr. Mark. March was the estimate, that is right. 

Mr. Hépzert. That was the last part of March. So you can really 
say April and May. 

Mr. Mark. March—what was it, 22? 

Mr. Héserr. Two full months. It would be April and May, because 
they were delivered in June, is that correct ? 

Mr. Kunn. That is correct. 

Mr. Heénerr. Now do you want the committee to understand that 
General Motors with all its great efficiency, talent, and experience, 2 
months ahead of schedule couldn't tell that they were going to beat 
that amount by that length of time, in the accelerated scale? Are we 
to understand that ? 

Mr. Gorvon. I think you have to understand the background of this 
a little bit better. We had been working on this contract ever since 
1950 and up until the end of 1954 we had only been able to deliver 
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about 35 percent of the cumulative total on the contract, from 1950 to 
1954, a period of 4 years. 

At the end of 1954, as I said in my statement, we had a very rapid 
acceleration of deliveries, so that some 65 percent of the airplanes on 
this contract were delivered in the first 5 months of 1955. We had 
never had, to my knowledge, comparable experience in the rapidly of 
acceleration, the dynamic change in all of the factors in the cost of 
the airplane that we experienced in the last 5 months of this contract. 

The record is there to see on that basis. This contract was quite 
unique from that standpoint, in that we had such a multitude of 
problems in the early part of it, due as I stated before, to having 
taken on an impossible program in the words of the Air Force at the 
time that we took it on 

Mr. Hépert. That is correct. 

Mr. Gorpon. But completing it — rapidly at the very end of the 
program, when it really started to roll. 

Mr. Hépert. I am in agreement with one word you have used, Mr. 
Gordon, this contract is quite unique. 

Mr. Gorvon. I guess so. 

Mr. Héserr. Not only in the instance that you declare it, but what 
interests me is that you could not estimate that this great production 
would take place, even with the years of experience that you had— 
all of a sudden, it just bloomed forth and you were able to deliver 
these planes so much ahead of time, that that created that bonanza in 
the overestimate of the actual burden. 

That is where that area is to be found, isn’t it? 

Mr. Marx. That is right. 

Mr. Hésert. These planes just didn’t grow up like Topsy. You 
knew they were coming off the line. 

Mr. Gorvon. I think the record will verify that pretty well, that 
starting in January we were able to deliver 63 planes, February, 62; 
March, 86; April, 91; and May, 88; or 65 percent of the total airplanes 
in the contract delivered in those last 5 months of the contract. 

Mr. Kuun. Mr. Chairman. 

Mr. Héserr. Yes, Mr. Kuhn. 

Mr. Kuun. That is true, Mr. Gordon. As you point out, in March 
you delivered 85 planes. And in the latter part of March, March 25, 
was the period of negotiations. You had some indication there from 
the 85 planes in March what would happen in April and May, did 

ou not? 

; Mr. Gorpon. To be very truthful, at the time we were anticipating— 
and I want to be well understood on this—a recurrence of the same 
type of troubles, revisions, and changes in design, that had harassed 
us entirely through the period of the contract. 

Mr. Heperr. And they did not occur? 

Mr. Gorpon. They did not occur. 

Mr. Kuun. Well, at that period in March, March 25, can you tell 
us at what point you were in this segment on various subassemblies? 
ow a the electrical and tubing subassembly: Was that com- 
pleted ¢ 

Mr. Gorpon. No, I don’t believe I am in position to give that infor- 
mation before the committee. 

Mr. Marx. We could supply it. 
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Mr. Kuun. Could you supply the various subassemblies, that is the 
point of produc tion of the various subassemblies at the point of nego- 
tiations, March 25 

Mr. M ARK. I on know whether our records are available. It has 
been quite a while. 

Mr. Gorpon. I don’t believe we would have that type of information, 

Mr. Hésert. These are the factors that go into the assembling of 
the plane and the area in which the trouble had occurred previously 
to which Mr. Gordon referred, as I understand it. It is a very im- 
portant observation there. Actually, it was known that the trouble 
had been eliminated. 

Mr. Gorvon. We didn’t know. 

Mr. Hézertr. You didn’t know that. Of course, you perhaps would 
be in the same position the Milwaukee Club is. They didn’t. know 
2 weeks ago they would be where they are now. They suddenly 
exploded. 

Mr. Gorvon. There is a certain similarity. 

Mr. Héverr. Any more questions, Mr. Hardy ? 

Mr. Harpy. No. 

Mr. Hészerr. Mr. Bates? 

Mr. Bares. Well, I think—later on I want to get into this burden 
so we will all understand it. 

Mr. Héserr. You think the Air Force will clear that up? Don't 
answer that question. 

Mr. Bates. We will have an opportunity 

Mr. Hésertr. You want to add something? 

Mr. Bares. Well, there is just one statement in here, of the General 
Accounting Office report, if I can find it. 

Mr. Héserr. While you are looking for it, I want to make this 
comment, Mr. Gordon. It certainly seems amazing to me that General 
Motors, again with its great efficient effort, didn’t pick up that one 
paragraph in the General Accounting Office letter to you, which 
stands out like a sore finger. 

You had better investigate the lower echelons and find out who read 
that letter and passed that. That is Mr. Curtice’s plea, that he 
didn’t know anything about it until it was brought to his attention. 
I guess you follow your precedent today and say you didn’t know 
anything about it until it was brought to your attention. 

Go ahead. 

Mr. Bares. In this report here, Mr. Gordon, it states— 

In response to our requests for comments on the final draft of this report, 
General Motors Corp.’s reply, dated June 18, 1957, stated that the absence of 
a demand by either party under the repricing option of the contract indicated 
reasonableness of the prices negotiated. We do not agree with this assumption. 
From the absence of a demand for repricing by General Motors, it is reasonable 
to assume that the contractor was satisfied with the prices, but the absence 
of demand by the agency does not mean that the Air Force considered the prices 


to be reasonable since the Air Force was not in a position to compare the con- 
tract prices with the contractor’s continuing cost experience. 





Now you give them all this information, don’t you ? 
Mr. Gorpon. Yes, sir. 

Mr. Bates. Constantly ? 

Mr. Power. Yes. 
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Mr. Bares. Well, is that latter statement an accurate statement, 
that the Air Force was not in a position to compare the contract prices 
with the contractor’s continuing cost experience ? 

Mr. Gorvon. As I mentioned in my statement, the Air Force audi- 
tors and the GAO auditor in the Kansas City area maintained their 
ofices at the Buick-Olds-Pontiac assembly plant. We covered the 
information relative to purchase orders and all other costs that are 
applicable to operations. We give monthly reports indicating profit 
and loss, inventory status—almost everything that we would usé in 
control of the business. I would say everything that we have used 
in control of the business is given to the Air Force on a monthly 
basis. If we did not give it to them through any reason at all, that 
information is available upon their request. 

Mr. Bares. So the information is available in the event that they 
have the personnel to do the job ? 

Mr. Gorpon. From our standpoint, it is available, period. 

Mr. Bares. So from your point of view, you do supply the 
information. 

Mr. Gorpon. Yes, sir. 

Mr. Power. I would like to correct the record. The GAO rep- 
resentative does not maintain an office at the plant. 

Mr. Gorpon. No. 

Mr. Power. You mean the contracting officer ¢ 

Mr. Gorvon. The contracting officer. 

Mr. Power. In the audit group of the Air Force. 

Mr. Gornon. That is right. 

Mr. Bares. That is what I understood. That is all. 

Mr. Héeerr. Mr. Courtney, do you have any comment? 

Mr. Covrrney. No further questions, Mr. Chairman. 

Mr. Hésert. Do you gentlemen have anything further? 

Mr. Powrr. No; nothing further. 

Mr. Courtney. There is some additional information to be sup- 
plied. 

Mr. Power. That is right. 

Mr. Courtney. That you will furnish. 

Mr. Powrr. I will furnish it. 

Mr. Courtnry. Mr. Chairman, we referred to a document known 
as a purchase order. I would like to have it made a part of the 
record. 

Mr. Héserr. Without objection. 

(The document referred to is as follows:) 


PURCHASE ORDER REVISION 


KANSAS CITY PLANT, 
BUICK-OLDSMOBILE-PONTIAC ASSEMBLY DIVISION, 
GENERAL Motors CorP., 
Kansas City, Kans. 
Purchasing numerical file 5 
Date of order: September 4, 1951. 
Revision No. 15; date August 6, 1954. 
This is a revision of purchase order No. KDS 9328. 
Supply contract No. AF 33 (938)-—18503. 
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THe VENDO Co., 
Kansas City, Mo. 
(Attention Mr. Paul H. Rumpf.) 


ci ER Re Dollis Scenanaibiaiiidinenda via 





x58. 
Item | Quantity Description Code No. Price 





REVISION NO. 15 


A: O08...an 37W 43070-1, fork fairing_....................- J 25, at $7,196.47 each. 
H 114, at $1,507.22 each, 
F 98, at $399.50 each. 
13, at $400. 09 each. 
2 | 449__...- 37W 43070-1-2, fork fairing. ...............--.. F 100, at $400.97 each. 
349, at $404.03 each. 
oY Rh t~ce Tools (37W 43029 Rev-C) effective 351._.......|_..-.---- $33.11 lot. 
4 


alias Tools (37W 43070 ECN-30) effective 351__.....|.....-.--- $44.47 lot. 








NOTES 


1. Revise to incorporate firm price per A. E. Keller’s letter of July 28, 1954, in accordance with supple. 
ment S-18; and to incorporate engineering changes per letter of July 26, 1954, signed by Paul H. Rumpf, 
See supplement attached. 

2. Decrease total value of order. 

> Item No. 1 includes all tools. 

. This order subject to amendment of July 28, 1954, to be acknowleged by vendor. 

S Delete supplement S-13 from this order. 

Add: This order subject to inspection code (1) as listed and marked on attached supplement 8-25. This 
order subject to supplements S-20, S-24 attached. 


ee ene OCR TE oth cc cicnesdbeemsnnnendabanentaassebbeanesdetaaaan $1, 300, 218. 98 
SS I <0. isan sel scenalihaan ioe cattails gle i cate i alcatel 1, 300, 218. & 
PUN WONG DOSS iciecaninnnidh.padanadamadmhtns aabuvaspapmundtacotcnhionaapihididaaiaent: 577, 268.05 


Mark for subcontract stores, account No. D7533 JDS: 1s, requisition No. 5772, 
It is necessary that you acknowledge receipt of this revision by returning the 
acknowledgment copy immediately to the attention of the signer. 
This purchase order revision is subject to all terms and conditions indicated 
on the original purchase order of which this revision is part thereof. 
No. 17503. 
Signed (Signature illegible). 
Signed (Signature illegible). 


Mr. Harpy. Mr. Chairman, I would like to express appreciation for 
the cooperative attitude of the witnesses today. 

Mr. Power. Thank you very much. 

Mr. Héserr. Thank you, gentlemen, very much. The committee 
will stand in recess until Monday morning at 10 o’clock at which time 
the Air Force will testify. 

(Whereupon, at 4:07 p. m., the subcommittee adjourned to recon- 
vene at 10 a. m., Monday, August 19, 1957.) 
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STUDY OF AIR FORCE CONTRACT AF33(038)-18503, 
GENERAL MOTORS CORP.—BUICK-OLDSMOBILE- 
PONTIAC ASSEMBLY DIVISION 


MONDAY, AUGUST 19, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., Hon. F. Edward Hébert, chair- 
man of the subcommittee, presiding with the following members 
present: Mr. Gavin, Mr. Rivers, Mr. Cunningham, Mr. Bates, and 

. Hardy. 

Mr. Hézert. The committee will be in order. 

Members of the committee, before calling the Air Force witnesses, I 
would like to make an observation in connection with the a 
offered by the General Motors representatives. As you will recall, 
when Mr. Gordon was on the stand he described the contract as 
uique. It impressed me a great deal, that this was a unique con- 
tract, which I agree it was. In fact, it was so unique that I made 
astudy of it over the weekend, of the testimony both in the record 
and the testimony as presented in statements. 

What aroused my added interest was the fact that I came into pos- 
session of a press release which was handed out by the General Motors 
Corp. simultaneously with the appearance of Mr. Gordon. I was 
most anxious, after having read the press release and being present, 
of course, during the entire testimony, to see exactly what interpreta- 
tion would be placed on the testimony and the questioning by the 
committee by the various news mediums of the country. 

I was rather surprised when I placed the self-serving press release, 
which was spoon fed to the news mediums, alongside some of the actual 
stories which did appear. It was amazing to note the similarity of 
the interpretation placed by the news mediums with the press release. 

It was almost exact as to grammatical errors and punctuation. 

Now, of course, I have no fault to find with the way in which the 
piece was handled, except on the part of the committee—I am not 
complaining, I am only explaining. 

And I have only the highest commendation for the public relations 
office of General Motors. They have certainly an efficient and effec- 
tive organization. It is their job to keep the best foot forward of 
their employers. 


However, it is the job of this committee to keep everybody in step 
with the facts. 
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In order that it may be spread upon the record, the actual facts— 
emphasis was given in Mr. Gordon's statement, and I quote him: 

This is a reasonable rate of profit and substantially below the rate of profit 
realized by General Motors on its commercial business. 

Now, as we attempted to point out at that time, whatever General 
Motors gets on its commerical business is of no concern to the commit. 
tee. Weare merely interested in the amount of money which it receives 
from the Government. 

To say that this is a reasonable rate of profit and substantially below 
the rate of profit realized by General Motors on its commercial busi- 
ness is, of course, an accurate statement. But in my opinion, it does 
not place into the proper perspective what comparison should be made, 
The comparison that should be made is the rate of profit which General 
Motors receives as commensurate with the average rate of profit by all 
other airframe manufacturers. 

In that connection, I direct the attention of the committee to this 
very pertinent fact, that General Motors’ profit in this instance was 
5.4 percent after taxes, whereas in the 12 airframe industries or com- 
panies investigated by this committee last year, the rate of profit was 
2—average 1 ‘ate of profit was 2.7, after taxes. 

In other words, on this particular contract, General Motors received 
double the average profit of all the industry in the country engaged 
in the manufacture of aircraft, or 100 percent more profit than the 
average profit realized by the industry. 

That concerns the committee there. 

Another statement made—and I repeat from Mr. Gordon’s letter 
to the Comptroller General, and repeated on the stand: 





Proper emphasis must be placed on the fact that the above contract was a 
fixed-price contract, containing a price-redetermination provision. Mandatory 
repricing points were established at the delivery of the 71st plane and the 
299th plane. In addition, either party— 
and I emphasize this— 


had the right to make a further demand at intervals of not less than 90 days 
after the effective date of any prior demand. The absence of a demand by 
either party under this repricing option is indicative of the competitive reason- 
ableness of the prices negotiated. 

Now, obviously, the intent of this paragraph and the repetition of it 
on the stand was to give the impression that if this contract was not 
fair and reasonable in the opinion of the Air Force, that the Air Force, 
within a 90-day period, could demand a redetermination. 

That also is a fact. However, the fact that is not told is that after 
the demand of a redetermination, after the 90 days, no prices are 
retroactive. And as a matter of fact, the last plane in this segment 

yas delivered to the Government and accepted 30 days before the 
90-day period had expired. 

In other words, any appeal by the Government within the 90-day 
period had become a moot question and a moot problem, because no 
matter what price would be agreed upon, it would not be applicable in 
any retroactive sense, and then since there were no future deliveries, 
obviously the price that was agreed upon at the March interview was 
the one that would prevail. So that is not the whole truth there. It 
is only half of the truth. I think this should be very, very much 
emphasized. 


th 
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Also, the last point I want to make and reemphasize again is on 
the part of renegotiation. The general interpreation has gone for- 
ward that this contract could be renegotiated. That is a fact. But 
the thing that has not been stated or emphasized sufficiently or 
brought out enough, I think, though Mr. Gordon, in all fairness to 
him, did amplify it—that it can only be renegotiated as a part of the 
whole, and not as a contract, per se. The language is very clear 
and adroit, and I compliment the individual 

Mr. Courtney. In the press release. 

Mr. Hésert. The press release. I compliment again the indi- 
viduals who released it. But in order that we may attempt to get 
the proper interpretation before the American people, who were not 
able to sit in et hear all the testimony, I really make these remarks 
for the record. 

Now, Mr. Courtney, this morning we will have the Air Force wit- 
nesses. And I again ask the cooperation of the committee in pur- 
suing the line of questioning. 

I shall recognize first to my right, and then to my left, each mem- 
ber of the committee, and each member will be allowed to examine 
the witnesses as long as he may desire. 

There will be no cutoff. We will get along much better if we 
proceed in proper order. 

Now, this morning we will have the Air Force witnesses. We have 
the actual people, as far as possible, who sat at this negotiation table. 

We have Mr. Saxton, I think. 

Mr. Kunn. We will read down the list, Mr. Chairman. 

Mr. Héperrt. Yes, sir. 

Mr. Kuun. And those among this list present can come up to the 
table. 

Mr. Hésert. I would ask at this time as the list is recalled—and, 
General, you retire from the witness stand until we get the list of 
people who were actually there, and then we shall hear your story, 
after we talk to the people at the table. 

General THurMaN, Sir, could I make an opening statement ? 

Mr. Héverr. I would rather, General, we proceed in the order we 
planned. You will have every opportunity—— 

General THurman. I will, of course, do so, Mr. Chairman. 

Mr. Hésert. You will have every opportunity that everybody else 
has, but the committee would like to talk first to the people who were 
actually at the negotiation table. 

Mr. Gavin. Would the gentleman yield? 

Mr. Hésert. Yes, sir. 

Mr. Gavin. I think if the general has an exploratory statement 
he would like to make, if it is not too long, and brief, I think he ought 
to be permitted. 

General Tuurman. I would appreciate the opportunity. 

Mr. Gavin. Because it is bearing on the testimony of the witnesses 
that are to follow. 

General TourMan. Yes, sir. 

Mr. Gavin. I would suggest 

Mr. Hésert. I would suggest, provided the committee refrains 
from questioning him until he returns to the stand. 

Mr. Gavtn. You made that plain a moment ago, that you asked the 
cooperation of the committee that there be no interference with the 
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witnesses until such a time, and after which the one on the right would 
be heard and then we would be heard. We understand that. 

Mr. Bates. I would suggest we hear the general, if he would like 
to be heard at this time, Mr. Chairman. 

General Tuurman. I would appreciate it, Mr. Chairman. 

Mr. Héperr. All right. 

Mr. Rivers. Let me ask this question. After you make your state- 
ment, General, do you propose that somebody else follow you, or we 
will hear him at our pleasure ? 

General Tuurman. I had suggested that the statement which was 
originally handed in to the committee be read by Colonel Thompson 
immediately following my statement. I will, of course, do anything 
the committee wishes. 

Mr. Rivers. After we hear you, I think you oug)it to let us go the 
way we want to. 

General THurMAN. Yes, sir. 

Mr. Harpy. As a matter of fact, I think that is what we would do. 

Mr. Hésert. What we would do. 

Mr. Rivers. Let’s hear the general and then we will proceed as we 
want to proceed. 

Mr. Gavin. You will be available, General? 

General THurMAN. Yes, sir. 

Mr. Héperr. The reason I did make the statement and suggested 
we hear the other witnesses is because 

Mr. Rivers. I think we owe him that courtesy. 

Mr. Héserr. All right, we will do it. In his statement he takes 
charge of the witnesses and tells who he wants on. That is what I 
wanted to prevent, an argument at that time. 

Mr. Rivers. Let’s let the general testify. 

Mr. Héserr. All right, General, you may read and we will take 
over. 

General THurman. Thank you, sir. 

May I say, Mr. Chairman, that one of the reasons I have asked this 

rivilege is the fact that I comment on some matters that might not 
fav been understood before. 

Mr. Rivers. I see. 

General Tuurman. Mr. Chairman, my name is William T. Thur. 
man and my title is Deputy Director of Procurement and Production, 
Headquarters, Air Materiel Command, of the United States Air 
Force. 

At the request of the committee, we are here to make a statement 
and respond to such inquiries as the committee may desire to make in 
connection with Contract AF33(038)-18503 with Buick-Oldsmobile- 
Pontiac assembly division of General Motors Corp. 

There also are present the following Air Force personnel, all of 
whom were requested by the committee: Lt. Col. J. R. Medberry 
presently assistant executive to the Commander of the Air Materiel 
Command, who at the time under question was Air Force plant rep- 
resentative of the BOP division; Mr. B. D. Loofbourrow, presently 
Deputy Chief of our Pricing Staff Division, who was the price analyst 
and chief negotiator for the first and second segment of the contract 
under consideration; Mr. Howard Goebel, who was the administrative 
contracting officer at the Kansas City plant; Mr. Milton Richmond, 
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gho was cost analyst at the Kansas City plant; Mr. J. J. Ambrose, 
satistical analyst of the Industrial Resources Division of the Air 
Materiel Command; Mr. W. P. Lemley, a member of the staff of the 
Auditor General of the Air Force, who participated in pertinent au- 
dits in connection with this procurement; Mrs. Alice Corkum, buying 
assistant, who later as contracting officer signed the supplement. in 
uestion; and Lt. Col. George W. Thompson, Chief of our Pricing 
taff Division. 

Mr. Richard Saxton was the price analyst and. chief negotiator for 
the third segment of the contract involved. 

Mr. Gavin. Those who you mentioned—would you hold up your 
hands so we will know who are talking? So when their names are 
called in the testimony, we will know who is talking. 

General TuHurMman. Specifically, if I may identify those at the 
table: Colonel Medberry, who was plant executive; Mr. Saxton, about 
whom I will comment in a moment; Colonel Thompson, and Mr. Loof- 
bourrow. who was the negotiator of the first and second segment. 

Mr. Richard Saxton was the price analyst and chief negotiator for 
the third segment of the contract involved. He no longer is with 
the Air Force and is employed by industry. At the invitation of the 
committee, Mr, Saxton is present. We have given Mr. Saxton the 
benefit of the information which we have put together regarding 
this matter and have made a transcript of the record up to this point 
available to him. 

I have been informed by the chairman that he wishes to address 
questions to the persons who actually participated in negotiations per- 
tinent to this inquiry and I therefore will address my remarks only 
to those matters which appear to me to fall into the category of policy 
and across-the-board matters contained in the record of this hearing, 
about which further explanation is considered to be in order. 

At the outset, I would like to take advantage of the fact that this 
isa hearing on an airframe contract, to express to the committee the 
gratification of the Air Force growing out of the report submitted 
by this committee after its hearings of last year on profits of 12 con- 
tractors in the airframe industry. We were very glad to read the 
entire report, particularly we were gratified at the following conclu- 
sions, “The subcommittee concludes, on the evidence, that there has 
been no showing that, on the average, the profits allowed are ex- 
cessive” and “we have viewed the industry, represented by these 12 
major producers, as a whole; and our conclusions relate to them as a 
whole” and “it is our opinion that the Government is getting sub- 
stantial value.” 

In view of the fact that our primary aim is to procure the greatest 
value at a reasonable cost, we were very pleased to know that the 
committee considered our efforts to be acceptable. 

During the course of this hearing, several questions have arisen 
about which I would like to contribut additional information. Fur- 
ther, I would like to discuss something of our organization and gen- 
eral methods of doing business, in order to add to the understanding 
of the committee of the specifics of this case as they develop. ; 

First, I would like to emphasize the fact that the procurement of 
airframes is not an effort by one individual but rather is the result 
of the efforts of many individuals, each working within his specialty. 
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Basically those individuals are divided into two groups, part of whom 
perform their work at the site of the buying operation, which is the 
Air Materiel Command in Dayton, Ohio. The other group performs 
its work primarily at the plant of the contractor involved. 

In a redetermination action, the contractor normally makes hig 
proposal to the buyer through the Air Force personnel at his plant 
who are supervised by the plant representative. It is the function of 
the administrative contracting officer to obtain the services of audit 
personnel in making such audit checks of the proposal as are required, 
As a part of his function also, the cost analyst on his staff has the 
duty of analyzing the proposal based on his experience as a cost analyst 
and his knowledge of the operations of the contractor. 

In making audits and checks on the operations of a contractor 
employing many thousands of people, we doviodily can’t check every 
transaction that goes into the makeup of a proposal that involves mul- 
titudes of manufacturing and purchasing operations, as Mr. Bates’ 
comment has recognized. The practice of independent auditors is to 
test systems and make reports founded on the validity of those sys- 
tems, as established by, their tests.. We follow the same practice and 
concentrate our available resources on checking and—where re- 
quired—attempt to improve contractor systems, rather than attempt- 
ing to make a complete audit of individual transactions. This is nor- 
mal business practice. 

The administrative contracting officer also has available production 
people and quality control people who make their contribution to the 
analysis of the proposal furnished by the contractor. The sum total 
of the effort of these personnel is then made available to the price 
analyst, who monitors the price negotiation meeting. In making a 
price analysis many things are brought to bear on the problem, in- 
cluding information on price performance of the contractor involved, 
experience with other contractors in the same and related fields, in- 
dustry averages, and so forth. From the total information available, 
the negotiating team usually makes up an initial Air Force position and 
on the basis of that position the price analyst begins his negotiation 
of price with the contractor. Normally field per sonnel as well as per- 
sonnel in the buying operation are present at such negotiation con- 
ferences and assist the negotiator as required. The Air Force per- 
sonnel present today are those people who participated in the contract 
under consideration in the varying roles I have mentioned. 

There are other members of the team who may or may not be called 
into a procurement, depending on the nature of the problems involved. 
The point I want to emphasize is that an Air Force analyst or buyer 
negotiating a multimillion dollar airframe contract with representa- 
tives of a multibillion dollar cor poration is not an individual Horatius 
at the bridge. Before he sits down at the table, he has information 
made available to him from resources of the Air Force as are required. 
He has access to operational and staff experts in whatever field he may 
require advice and assistance. Under our practice today, all of these 
persons involved, in prenegotiation meetings, determine the objectives 
of the negotiation and these objectives are reviewed by the Director of 


Procurement and Production and his top staff people before the nego- 
tiation is concluded. 
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As someone remarked the other day, hindsight makes no provision 
for contingencies. We probably will never be able to make an esti- 
mate which will turn out exactly to the dollar with post audit. When 
ye make unilateral determinations, the Board of Contract Appeals— 
gother Government agency—frequently disagrees with us. But to 
the extent that I can do so, it is my earnest desire to assure you that 
the American taxpayer is represented at the negotiation table by 
fully qualified individuals with resources sufficient to cope with any 
representatives of industry—however high powered they may be. 

From certain discussions which have occurred during this hear- 
ing, I think it appropriate to comment on the nature of an initial pro- 
posal. The basic necessity for negotiation arises from uncertainties 
which are beyond the scope of the absolute knowledge of the person 
empiling the proposal. An initial estimate therefore is a com- 
pilation of the known and unknown factors involved, plus a resolution, 
s far as possible, of all of the unknowns in such a way as to pro- 
vide maximum benefit to the side preparing the initial estimate. A 
contractor therefore would normally prepare an initial proposal which 
would resolve all of the contingencies in his favor. The Government 
representatives on the other hand will normally prepare their esti- 
mate so as to resolve uncertainties in favor of the Government. It thus 
follows that variance will be present between the two proposals at 
the inception of negotiation. 

During the course of negotiation, information is obtained and ex- 
changed and some of the unknowns will become known or much 
dearer. As these mutual, as distinguished from unilateral resolu- 
tion of contingencies and unknowns, come about, the overall estimate 
of the Government representative will normally go upward and the 
overall estimate of the contractor will normally come down. 

It frequently occurs that the two sides do not reach a position on 
every individual component of the estimate. Toward the end of dis- 
cussions of individual components therefore, there still may be a 
difference between the estimate of the Government and that of the 
contractor but usually this difference is much smaller than when the 
negotiations began, because the two sides have normally been able to 
resolve many of the areas of uncertainty. At this point in the nego- 
tiation, each side must assess the remaining difference to determine 
how far it can go in recognizing the viewpoint of the other side of 
the pancake, to which Mr. Rivers referred the other day. Since the 
area of difference at this point usually is relatively small, the parties 
may get together by the process of each one reevaluating his position, 
so that in the aggregate an agreement is reached. 

Sometimes, of course, we do not get together and an impasse re- 
sults. If the negotiation is for a new procurement there is no ma- 
chinery to handle the situation and one or the other of the parties 
must give recognition to the solution of an unknown which he previ- 
ously has not done or the procurement is not placed. Varying factors 
influence what happens in such a situation. Where the negotiation, 
however, is for a redetermination, which is pursuant to the terms of a 
contract already made, the avenue is open to a Government represent- 
ative to make a unilateral determination, as mentioned by counsel 
earlier in the hearings. The matter then goes to the Board of Con- 
tract Appeals for decision. 
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I think it is evident from the preceding discussion that if the 
Government reached a position without benefit of discussion, resoly. 
ing all of the unknowns in favor of the Government and refused to 
deviate from that position in every contract, regardless of informa. 
tion subsequently gained, we would never have a resolution of the 
differences between the parties and every contract would go to the 
Board of Contract Appeals for determination. Obviously, such 4 
situation would result in a complete breakdown of the procurement 
process. 

Considerable discussion has occurred during this hearing on the 
question of how efficiencies under a straight fixed-price contract can 
result in a savings to the Government. On the last segment of a re- 
determination situation, such as the one under examination, where 
there is no follow-on procurement of the item concerned or a similar 
item, any savings to the contractor does not benefit the Government, 
except through income taxes and renegotiation. Such is not the case, 
however, in earlier segments of a redetermination situation or in 
individual contracts where follow-on quantities are to be placed. 

Let me illustrate what I mean with respect to the figures in this 
case which already have been entered into the record. At the time 
of the negotiation of the second segment of this contract, which was 
based on experience on the first 71 aircraft and projections for the 
next 228, the parties agreed to a total price for the third segment of 
$97,500,000. This price was subject to redetermination at the con- 
clusion of the 299th aircraft, which would be based on efficiencies or 
lack of efficiencies of the contractor as demonstrated in his produe- 
tion of the second segment. After production of the second segment, 
the parties redetermined the price of the third segment and lowered 
the price to $81,350,000—a difference of over $16 million. In other 
words, the efficiencies of the contractor under this fixed-price segment 
of the contract produced a direct saving to the Government in excess 
of $16 million over what appeared to be a reasonable price for the 
third segment at the time of the negotiation for the second segment. 
Following the line of thinking expressed by Mr. Bates on Friday, 
it is of greater benefit to pay a contractor $2 of profit in an overall 
price of $10 than $1 of profit in an overall price of $11. 

Comments have been made during this hearing to the effect that 
the Air Force yielded to the contractor’s estimates despite the fact 
that our people had a valid basis for standing on the position at which 
they had arrived. After reading the record over the weekend, I am 
not sure whether these comments were addressed to particular com- 
ponents of the price or to the total price itself. With respect to the 
articular components of price which were discussed, the personnel 
involved are present and will respond to the committee’s questions 
on that subject. I am certain that the committee will be satisfied 
with the answers obtained. With respect, however, to the total price 
involved, I would like to make it abundantly clear that we did not 
accept the contractor’s proposal. 

According to the figures produced by the committee staff and set 
out on the charts displayed to the committee on Thursday, the con- 
tractor’s proposal at the beginning of the negotiation was roughly 
$288,000 per aircraft and the Government’s initial proposal, prepared 
some time before the beginning of the negotiation conference, was 
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f the | roughly $262,000 per aircraft. The agreed price was stated to be 
soly. | $271,165 per aircraft, which is approximately $9,000 per aircraft 


above the Government’s initial estimate and approximately $17,000 


“a per aircraft below contractor’s estimate. A comparison of these fig- 
f the | ures makes it readily apparent that Government negotiators did not 
> the yield to contractor's estimates. On the contrary, the contractor came 
ch a down almost $2 for every $1 the Government went up. ' 

ment The rest of my statement, Mr. Chairman, I guess, is not appropriate 


in light of the comment made by the Chair prior to the beginning 
of the reading of this statement and I will not read it. 


‘= Mr. Hever. All right, gentlemen, thank you very much. 

2 Te. Mr. Courtney, will you call the witness. ' . 
here Mr. Courtney. Mr. Saxton is here. And Colonel Medberry. Now, 
rilar | the other members of the negotiating team are? 

rent Mr. Kunn, Mr. Goebel. 

cage Mr. Courrnry. Mr. Goebel. 

rip Mr. Kunn. We will read down the list and if they are present they 


ean come forward. 
Mr. Courtney. Just come forward and take these chairs. 
Mr. Loofbourrow—— 
Mr. Kunn. Mr. Richmond, Mr. Lemley, Mr. MacKenzie, Mr. Am- 
brose, Mr. Wilson, and Mr. Lovas. 
Mr. Loorsourrow. He is not here. 
Mr. Kun. I don’t believe Mr. Loofbourrow was present at these 
negotiations. 
Colonel Tompson. Three of them are not present. 
Mr. Courtney. After you take your places at the table we will call 
your names and have you identified for the record. 
Mr. Kunn. And Miss Corkum. That was the other. 
Mr. Courrney. Who else is here? 
Mr. Ambrose. Mr. Ambrose. 


os TESTIMONY OF B. D. LOOFBOURROW, DEPUTY CHIEF, PRICING 
lay, STAFF DIVISION; HOWARD D. GOEBEL, ADMINISTRATIVE CON- 
ral] TRACTING OFFICER; ALICE S. CORKUM, BUYING ASSISTANT; 


RICHARD C. SAXTON, PRICE ANALYST; JOHN J. AMBROSE, STA- 
TISTICAL ANALYST; MILTON RICHMOND, COST ANALYST; COL. 
J. R. MEDBERRY, UNITED STATES AIR FORCE; AND WILLIAM P. 
LEMLEY, STAFF AUDITOR; AIR MATERIEL COMMAND 







Mr. Courtney. Will you bring up your chairs here, please, and 
just put them in line. We will have you identified, then, as we go 
along. 

Now, on the right of the audience and the left of the committee is 
Mr. B. F. Loofbourrow—— 

Mr. Loorsourrow. B. D. 

Mr. Courtney. B. D., that is correct, who has been before the 
committee before. He is not on the list, but he was a participant and, 
as the general explained in his statement, he participated in the nego- 


mn- 

ily tiations on the first two segments of this contract. 

ed Now, the next gentleman, please identify yourself. Give your full 
"a8 name and your capacity. 


94763—57 17 
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Mr. Gorrei. Howard D. Goebel. I was the alternate administra- 
tive contracting officer at the BOP plant in Kansas City, Kans., from 
March 1951 until October 1952. I was the administrative contracting 
officer from October 1952 until September 1955. 

Mr. Courrney. Did you participate in the discussions leading to 
the final determination of the pricing on the third segment of this 
contract ¢ 

Mr. Gorse. Yes, sir. 

Mr. Courtney. Now, Colonel Thompson we know. 

Mrs. Corkum ? 

Mrs. Corkum. Mrs. Alice S. Corkum. I was buying assistant and 
contracting officer on this contract, working at headquarters AMC, 

Mr. Courrney. Did you work and participate in the discussions 
leading to the pricing on the third segment ? 

Mrs. Corkum. Yes, I did 

Mr. Courrney. Had you participated in the other negotiations and 
discussions with respect to either the first or the second segment ? 

Mrs. Corkum. Yes, I did. 

Mr. Courrnry. So you were continuously aware of this contract 
from its first negotiation ¢ 

Mrs. Corkum. Yes, sir. 

Mr. Courrnrey. Now, Mr. Saxton—— 

Mr. Saxton. Richard C. Saxton is my name. 

Mr. Courtney. Richard C. Saxton. 

Mr. Saxton. I was the negotiator and I was in all the proceedings 
and activities in connection with the 300 airplanes, the last segment. 

Mr. Courrney. The last segment ? 

Mr. Saxton. Right. 

Mr. Courtney. Had you participated in or did you have anything 
to do with the negotiations on the first and second segment ? 

Mr. Saxton. On the first and second segments, Mr. Loofbourrow 
was the chief negotiator and I sat along side him and took notes. 

Mr. Courrney. You were a participant ? 

Mr. Saxton. Yes, sir. 

Mr. Courrney. But not in charge? 

Mr. Saxton. Not actively. 

Mr. Courrney. Let’s see, this gentleman here ? 

Mr. Amprose. Mr. John J. Ambrose. I am an analytical statistician 
from the Industrial Resources Division. I have been with that 
group since 1951. We were invited to submit an estimate of our 
direct labor estimates with this third segment. As far as the nego- 
tiations were concerned, I sat in. I was invited to sit in and help 
in any way possible as far as the direct labor is concerned. 

Mr. Courtney. Allright. Now, the next gentleman—— 

Mr. Ricumonp. I am Milton Richmond. I was the cost analyst 
at the Air Force plant representative’s office in contractor’s plant. 

Mr. Courtney. In Kansas City? 

Mr. Ricumonp. Kansas City. 

Mr. Courtney. And were you there during March and April and 
May of 1955? 

Mr. Ricrrmonp. Yes, sir. 

Mr. Courrney. And June? 

Mr. RicuMmonp. Yes, sir. 
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Mr. Courtney. Colonel Medberry, now, you identify yourself as 
ras this contract is concerned. We know what you are doing now. 
Colonel Mepperry. I am Col. J. R. Medberry. I was the Air Force 
jant representative at the BOP plant in Kansas City in January 
#1955 until early in July of 1955. 

Mr. Courtney. That is during the completion of the final segment 
ifthis contract 4 

Colonel Meprerry. That is correct. 

Colonel Tnomerson. We have Mr. Lemley, our auditor. 

Mr. Courrney. I am sorry, Mr. Lemley, 1 overlooked you, excuse 
ne. 

Mr. Lemiry. William P. Lemley. 

Mr. Courrney. William P. Lemley? 

Mr. Lemuey. L-e-m-l-e-y. I was a staff auditor in charge of the 
yidit of the second segment. 

Mr. Courrney. Of the second segment ? 

Mr. Lemury. Yes. 

Mr. Courrney. Did you participate in any way in the negotiations 
pading to the pricing of the third segment ? 

Mr. Lemury. I did. 

Mr. Courtney. You were present ? 

Mr. Lemury. Yes, sir. 

Mr. Courrney. And did you contribute what information you had 
tothose discussions ? 

Mr. Lemiry. That is right, I did. 

Mr. Courrney. Mr. Loofbourrow, let me first clear this up. 

Mr. Loornourrow. Yes, sir. 

Mr. Courrnry. As I understand it, you did not participate in the 
third segment pricing negotiations ? 

Mr. Loornourrow. That is correct, I was not in that negotiation. 

Mr. Courrney. You are not in that negotiation ? 

Mr. Loornourrow. Yes, sir. 

Mr. Courtney. Now, the first question—— 

Let’s take the background of you gentlemen, please, commencing 
nthe same order we have proceeded. Tell us what your Government 
mployment has been and your previous experience. 

Mr. Gorse. I have been with the Government approximately 20 
years. Since 1943 I have handled Government contracts, having 
erved as district superintendent of the Civil Aeronautics Administra- 
lim. Later as Assistant Chief of the Aircraft Section, Reconstruc- 
tion Finance Corporation. Later as Chief, Aircraft and Electronics 
Division of the General Services Administration. In March 1951 I 
went with the Department of the Air Force as a contract specialist, 
erving from March 1951 until October 1952 under the administrative 
ontracting officer. 

In October of 1952 I was appointed administrative contracting 
iicer and I served in that position until September 1955. 

At that time I transferred to the St. Louis Air Procurement 
District as a contract specialist. And approximately one year ago 


Iwas appointed as Chief, Contract Division, St. Louis Air Pro- 
mrement District. 
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Mr. Courtnry. Mr. Chairman, I have not asked Mr. Loofbourrow, 
who has previously appeared before the committee and whose record 
of experience is in the printed record of the committee, to repeat 
for the benefit of the committee his own experiences. 

Now, the next gentleman, Mr. Saxton. 

Mr. Saxton. Yes. Since I am rather an outsider in this, and no 
longer with the Air Force, with your permission I would like to read 
a brief statement that I have prepared on my position in this matter, 

Mr. Courrnry. Well, Mr. Sexton, the first question we have is 
what 

Mr. Saxton. I will cover my background and qualifications. 

Mr. Courtney. Your background and experience 

Mr. Saxton. In my few pertinent aspects of the case. 

Mr. Courrney. Suppose we break off there. We want to 
know—— 

Mr. Saxton. oe right, I will read it to you. 

From October 1, 1! 52. to May 10, 1957, I was the negotiator and 
price analyst in a Aircraft Division, AMC, Wright-Patterson) 
Air Force Base at Dayton, Ohio. I voluntarily resigned this job 
to accept a position with the Nuclear Products division, ACF In- 
dustries, Riverdale, Md. 

I am now that company’s representative. 

Mr. Cocrrnry. What is ACF Industries? 

Mr. Saxton. ACF Industries—the home office is in New York City. 
It is the old American Car Foundry Co. 

Mr. Courtney. American Car Foundry Co. 

Mr. Saxton. Now called ACF Industries. I am now that com- 
pany’s Midwest representative and I work out of Dayton, Ohio. 

During the Korean conflict I was special agent in charge of the 
Office of Price Stabilization at Pittsburgh, Pa. Prior to that, I 
was employed as assistant auditor of the University of Pittsburgh. 
I have also held the position of controller of an Ohio steel fa ibri- 
eator. From 1942 to 1948 I was a special agent of the Federal Bu- 
reau of Investigation and served in several field offices. 

I specialized in accounting investigations, bankruptcy, fraud, 
bank embezzlements, Renegotiation Act cases, and such. 

IT was employed just prior to my FBI service as an assistant to the 
controller of a large machine tool and gage company at Dayton, 
Ohio. My first exposure to cost accounting and business practices 
came in 1933, when I obtained a position as a cost clerk with a Proe- 
ter & Gamble Co. subsidiary. I advanced to accounting supervisor 
and held this position until 1941. 

While working full time at the soap company, cost and pricing 
were then and have been ever since a substantial part of my work, 
so I attended college at night. I earned my bachelor’s degree in 
business administration in 1942. 

Mr. Courtney. Does that conclude your background ? 

Mr. Saxton. A few more comments, please. 

Now, as to this case in question, I have participated in at least 300 
contract negotiations for the Air Force. 

Mr. Courtney. Well, Mr. Saxton, would you be good enough to 
let us finish with the other people who are here ? 

Mr. Saxton. Allright. We can finish this later. 





ae Pad het bee bea ee? 


ste 
nd 





‘TOW, 
cord 
peat 


d no 
read 
itter, 
ve is 


com- 

>. 

’ the 

it, I 

irgh. 

ibri- 
Bu- 


‘aud, 


» the 
yton, 
tices 
-roe- 
visor 


cing 
‘ork, 
e in 


STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 2809 


Mr. Courtney. That is right. 

Mr. Saxton. I would like to. 

Mr. Courtney. Be sure we are coming back to that. 

Mr. Saxton. All right. 

Mr. Courtney. Mrs. Corkum, will you give the committee the 
benefit of your b: ackground ¢ 

Mrs. Corkum. Yes, sir. I have had about 9 years’ experience in 
aircraft procurement, commencing in 1948 up until the present time, 
starting first being an assistant and I am now a contract specialist. 

Mr. Courtney. How did you come into the employment of the Air 
Force; from what source ? 

Mrs. Corxum. Actually, I came out to Wright Field from Massa- 
chusetts. At that time Il was working for the Employers Group in 
their underwriting department. 

Mr. Courtney. You mean the Employers Insurance Group ? 

Mrs. Corkum. That is right. 

Mr. Courtney. And what was your first employment by the Air 
Force? What was the nature of it? 

Mrs. Corkum. That was as a clerk-stenographer, 4. 

Mr. Courrney. When did you go into the purchasing end ? 

Mrs. Corkum. Well, I commenced there in April 1948, as a clerk- 
stenographer, 4. However, in about July, while my designation was 
not changed, I was transferred to work under an on-the- job training 
program with the senior buyer in Fighter Branch. 

Mr. Courtney. Senior buyer in Fighter Branch? 

Mrs. Corkum. Yes. 

Mr. Courtney. All right. Go ahead. 

Mrs. Corkum. From then on, until 1955, I remained in Fighter 
Branch, then as a GS-5, GS-7, and up to my present position. 

Mr. Courtney. To your present position. 

When did you first commence to participate in negotiations with 
respect to the purchase of airframes or the pricing of airframes? 

Mrs. Corxum. I would say in about 1949, Mr. Courtney. I can’t 
remember exactly. 

Mr. Courtney. Now, let us be specific. In this negotiation, what 
experience or what information did you have to contribute to the 
discussions with respect to pricing ? 

Mrs. Corkum. Well, in this negotiation—every procurement has 
specialized functions. 

Mr. Courtney. Yes; but let’s stick to this negotiation. 

Mrs. Corxum. The buyer in this one monitors the procurement 
functions. 

Mr. Courtney. Now, don’t get too many difficult words for us now. 
Monitoring means what? 

Mrs. Corkum. Managing the procurement function. In so doing it 
insures that the proper people with the experience of our pricing 
people, our facilities people, and our production people—— 

Mr. Courtney. What did you do? Did you monitor this con- 
tract ? 

Mrs. Corkum. Yes;I did. As far as my contributions on pricing, 
I didn’t. 

Mr. Courtney. No. But you monitor the contract? 

Mrs. Corkum. That is right. 
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Mr. Courrnry. That was your function; is that right? 

Mrs. Corkum. That is right. 

Mr. Courtney. You, of course, participated in all three negotia. 
tions ¢ 

Mrs. Corkum. Yes, sir. 

Mr. Courrney. Now, let’s see. Mr. Ambrose. Are you the gentle. 
man, Mr. Ambrose, to get down to the point pretty quickly, who com. 
puted the labor hours per plane at 13,050? 

Mr. Amprose. No, sir. 

Mr. Courtney. Who did that? 

Mr. Amprose. Pardon? 

Mr. Courtney. Who did that? 

a Amprose. Mr. Saxton came up with that computation, sir. 

Courtney. What is your background and what did you bring 
to "this negotiating table? ; 

Mr. Amprose. Well, my background is: For the last 6 years, except 
for a 4-month period, I was with the Industrial Resources Division, 
I am in the Industry Analysis Section. We are sort of a—— 

Mr. Courtney. Now, specifically, what do you do, day by day? 

Mr. Amprose. Well, we collect; we have been collecting since 1939, 
input and output data from all the airframe and engine and propeller 
contractors from industry. 

Mr. Courtney. What does that mean? Material input? 

Mr. Amprosz. No, sir. Labor input, sir. 

Mr. Courtney. Labor? 

Mr. hand, ‘And the ¢ omposition of the labor, as to how many— 
the monthly input for various airplane models, the tot: al number of 
direct workers in that plant for that month, the total workers in that 
plant for the month, and also the amount of area that is utilized and 
how it is utilized and the composition of the area. Also we get the 
learning curve data and forecast by the contractor, sir. 

Mr. Courtney. What do you have to do, if anything, with respect 
to the item of burden ? 

Mr. Amprose. We have nothing to do with the item of burden. 

Mr. Courrnrey. You made calculations or determinations in that 
field ? 

Mr. Amprosre. We have not at that time. I mean since January we 
are getting financial data and—— 

Mr. Courrnry. Well, with respect to the negotiations on this con- 
tract, and particularly with reference to the third segment, did you 
have anything that you assembled in the way of information with 
respect to the item of burden? 

Mr. Ameprosr. In this particular case, we came up—we weren't 
asked for it, but we came up with an independent estimate of burden. 

Mr. CourTNEY. An independent estimate of burden ? 

Mr. Amprosr. Yes, that is right; considering the fact that Gen- 
eral ones had been previously performing at 207 or 209 percent 
rate of burden. 

Mr. Courtney. Yes. 

Mr. Amprose. We felt in this particular period, since their pro- 
duction was in full gear, that they possibly could do less, in light 
of the fact that the direct labor was a higher percentage of their 
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total employment. So we just threw out an independent estimate, 
sir, for them to consider. 

Mr. Courrney. We; meaning you and who else? 

Mr. Amprose. Our particular shop. 

Mr. Courrnry. Your section ? 

Mr. Amprose. Yes, sir. 

Mr. Courrnrey. Do you have the figure that you submitted on 
burden ? 

Mr. Amerose. I think it was 186. At least, the record shows that. 

Mr. Courtney. Oh, you computed at the time of these negotiations 
that the rate of burden to the contract would be 186 percent in direct 
labor ? 

Mr. Amprose. We made that estimate, sir. 

Mr. Courrney. You made that estimate ? 

Mr. Amprose. Yes, sir. 

Mr. Courtney. And did you submit that before the negotiations 
occurred ? 

Mr. AmpBrose. We presented that, sir. 

Mr. Courrnrey. And was that your forecast of the burden that 
would have been borne in the final segment of this contract ? 

Mr. Amprose. It was our independent estimate, sir. 

Mr. Courrnry. Did you have anything to do with the determina- 
tion of the general administrative ? 

Mr. Amprose. No, sir. 

Mr. Courtney. Expenses? 

Mr. Amprosr. No, sir. 

Mr. Courrnry. Now, you discussed the information that you had 
with the other negotiators; is that right, Mr. Ambrose? 

Mr. Amsrose. Well, we presented this at a prenegotiation meet- 
ing. 

Mr. Courrney. At a prenegotiation conference. 

Mr. Amprose. Yes, sir, that is right; before the negotiation 
started. 

Mr. Courtney. Yes; now, the other gentleman—— 

Colonel THompson. Will you be coming back to that point, Mr. 
Courtney ? 

Mr. Courtney. Yes; I will be coming back to that. 

Colonel Tompson. Because it is only part of the story. 

Mr. Courtney. I am only getting the background now. This other 
gentleman I missed before. 

Mr. Lemiry. William Lemley. 

Mr. Courtney. Yes, sir. 

Mr. Lemuey. I began with the Government August 1941 as a staff 
auditor, Army Ordnance, Cleveland Ordnance District, at Cleveland, 
Ohio, and remained there until January 26, 1946, at which time I re- 
signed as a senior auditor under price redeterminations, determina- 
tions, et cetera. I started a public-accounting business for myself 
and continued it until 1948, November, in which I moved to Sedalia, 
Mo., and started a public-accounting business. 

Mr. Courrney. Are you a certified public accountant ? 

Mr. Lemuiey. No; [I am not. 
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Mr. Courtney. You are a licensed accountant; is that it? 

Mr. Lemtiery. Public accountant. 

Mr. Courtney. Yes. All right. 

Mr. Lemury. On April 1, 1951, I came back to work for the Goy- 
ernment as a staff auditor, at the branch office of General Motors 
BOP plant in Kansas City, Kans. 

Mr. Courrnrey. And were you acting in that capacity during the 
life of this contract ? 

Mr. Lemury. No. Through 1951—in fact, I never got into this 
contract——— 

Mr. Courtney. Let me ask you: Were you present during the per- 
formance of the third segment at this plant i in Kansas C ity 0 

Mr. Lemtry. I was not at the plant after March. 

Mr. Courtney. Of 1955? 

Mr. Lemuey. 1955. 

Mr. Courrney. What information did you bring to the prenegotia- 
tion meeting with respect to the performance under this contract? 

Mr. Lemtey. I was auditor in charge of the second segment. 

Mr. Courtney. In charge of the sec ond segment ? 

Mr. Lemiry. Of reviewing the incurred costs of the second seg- 
ment. 

Mr. Courtney. Did that include the invoices for material? 

Mr. Lemuery. That is right. 

Mr. Courtney. Delivered ? 

Mr. Lemury. Invoices. 

Mr. Courtney. How soon—just to ask you a question—how soon 
after the delivery of material was it invoiced to you so that you would 
have knowledge of both its price and its delivery, during the period 
that you observed the performance of this contract ? 

Mr. Lemury. Specifically, as to when any—there was no particular 
run, sir. 

Mr. Courtney. Well, what would be the average time? 

Mr. Lemuery. I would say 10 days; 2 weeks. 

Mr. Courtney. So that within 10 days or 2 weeks after the delivery 
of material, you would have the invoicing for it? 

Mr. Lemuey. It would be in the files available. 

Mr. Courtney. It would be in the hands of the Air Force; is that 
right ? 

Mr. Lemtey. Could be; yes. 

Mr. Courtney. Well, what was your experience, is what we are 
trying to find out? 

‘Mr. Lemury. Well, we actually didn’t have them in that period of 
time. I would say 

Mr. Courtney. Now, the period of time you are talking about here 
is the first part of 1955; isn’t that right ? 

Mr. Lemury. That is right. 

Mr. Courtney. Now, there were 86 planes delivered during that 
period. How soon after those—strike that. When did you receive 
the invoicing on the materials delivered for those planes? 

Mr. Lemuey. Are you speaking of the third segment planes now! 

Mr. Courrney. Yes, sir. 
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Mr. Lemury. I didn’t have anything to do with it, sir. 

Mr. Courrnery. The second segment ‘plane. Let’s take the previous 
segment. 

Mr. Lemuey. I came into the plant for the first time, as far as this 
contract is concerned 

Mr. Courtney. Mr. Lemley, all we are trying to find out is how soon 
after a bill of materials is received did you get the i invoicing for them ? 

Mr. Lemury. I could have them within 2 w eeks, but I wasn’t there, 
dr. I wasn’t assigned there 

Mr. Courtnry. You wane assigned to that ? 

Mr. Lemuey. That is right. 

Mr. Courrney. Then you didn’t have anything to do with that 
oper: ation ? 

Mr. Lemiry. At that time I hadn't. 

Mr. Courtney. Well, at any point did you have anything to do with 
the receipt of invoices for material delivered 4 

Mr. Lemury. Only to the extent of checking them. 

Mr. Courrney. Did anyone here present have that opportunity of 
observing the time between material deliveries and invoicing ! 

Mr. Lemury. No one here did. 

Mr. Courtney. Did anyone at the negotiating table have that in- 
formation, Mr. Saxton ? 

Mr. Saxton. Contractor’s people; yes. They had it. 

Mr. Courtney. Now, let me pass, then, to the next gentleman. You 
are Mr. Richmond ? 

Mr. Ricu»onp. Yes, sir. 

Mr. Courrney. Mr. Richmond, your background, please? 

Mr. Ricumonp. I started with the Government in 1935, with the 
United States Forestry Service, as an assistant purchase clerk. For 
a year and 3 months I worked in this central office, buying materials 
that were necessary in the support of about 14 CCC camps. 

After a year and 3 months, I was transferred as Chief Clerk in the 
Forest Ranger’s Office. The local purchase part of the procurement 
was decentralized to the Forest Ranger’s Office. So I went there in 
charge of the Office and also in charge of the property accounting 
building and the local purchase. 

For approximately 4 years I was in that capacity, with the United 
States Forestry Service. 

Then I was transferred to the Civilian Conservation Corps, in 
charge of procurement, in a CCC central repair shop. That was the 
time they consolidated all the procurement for the CCC, and also for 
the State of Missouri and part of Llinois. 

Mr. Courtney. What year was that? 

Mr. Ricumonp. That was in 1939. I was in that capacity, then, 
for approximately 2 years, buying heavy equipment, automotive, 
maintenance, and repair parts. And then 

Mr. Courrney. When did you come into the employment of the 
Air Force? 

Mr. Ricumonp. In 1951; March of 1951. 

Mr. Courrney. In what capacity have you been employed? 
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Mr. Ricumonp. When I came with the Air Force I was Chief of the 
Administration and Operations Branch in this Air Force plant repre- 
sentative’s office there at General Motors. 

Mr. Courtney. At Kansas City ! 

Mr. Ricumonp. Yes, sir; for a period of about 6 months. Then 
the office began to expand and they had oe for cost analysts, for 
which they considered I was qualified, and I was transferred over 
then as a cost analyst. 

Then I worked as a cost analyst through the life of the contract, up 
until June 27 of 1955. I _ had an administrative contracting 
officer’s warrant and served a part of that time as a contracting 
officer’s representative. I was the assistant to Mr. Goebel, and 
served—— 

My. Courrnrey. Mr. Richmond, what information did you bring to 
this negotiating conference ? 

Mr. Ricumonp. 1—we were—— 

Mr. Courrney. Did you personally; not “we”—you ? 

Mr. Ricumonp. All right. The contractor’s cost statement. 

Mr. Courtney. Had you analyzed the contractor’s cost statements? 

Mr. Ricumonp. Yes, sir. 

Mr. Courrney. And did you bring that information to the confer- 
ence table ? 

Mr. Rictmonp. Yes; the information that I was able to get; yes. 

Mr. Courtney. From the contractor’s cost statements ? 

Mr. Ricumonp. That is right. 

Mr. Courtney. And were you responsible for the presentation of 
that information ? 

What did you do? I don’t care what anybody else did; just what 
did you do? 

Mr. Ricumonp. I submitted the information that I had gathered 
in the form of a memorandum which we brought to the negotiation 
conference. 

Mr. Courtney. Now, who is “we” ¢ 

Mr. Ricumonp. Mr. Goebel. 

Mr. Courtney. Mr. Goebel and yourself ? 

Mr. Ricumonp. Yes. 

Mr. Courrney. And you were Mr. Goebel’s assistant, then ? 

Mr. Rrcumonp. Well, in an operation like that, the cost analyst 
recommends—— 

Mr. Courtney. You collaborated with Mr. Goebel ? 

Mr. Ricumonp. That is right. 

Mr. Courtney. Would that be what you did? 

Mr. Ricumonp. That is right. 

Mr. Courrney. And you brought your analysis of the cost experi- 
ences of General Motors to this table? 

Mr. Ricumonp. That is right. 

Mr. Courtney. And how current, with reference to the third seg- 
ment, was the information with respect to costs that you brought? 

Mr. Ricumonp. The cost statement I believe included 202 airplanes 
of the second segment. That was their costs which they used as the 
basis for the projection. 
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Mr. Courrney. All right. In other words, when you came to this 
conference table, Mr. Goebel and yourself, but certainly so far as 
you were concerned, you brought the cost data which you had 
accumulated on 202 planes; is that right? 

Mr. Ricumonp. No, sir; we did not accumulate these costs. 

Mr. Courrney. Well, what did you have? 

Mr. Ricumonp. We analyzed the contractor’s cost statement from 
the knowledge of the ope1 ration and the information that was avail- 
able. 

Mr. Courtney. Then you brought your conclusions after that anal- 
ysis; isthat right? 

Mr. Ricumonp. Right. 

Mr. Courrney. To this table? 

Mr. Ricumonp. Yes, sir. 

Mr. Courtney. And it covered 202 planes? 

Mr. Ricumonp. Approximately. 

Mr. Courtney. Deliveries to what date, now, was that, Mr. Rich- 
mond ? 

Mr. Ricumonp. Well, that would be deliveries to December 31, 1954. 

Mr. Courtney. 1954? 

Mr. Ricumonp. Yes, sir. 

Mr. Courtney. Did you have any information with respect to 
planes being assembled : after that date? 

Mr. Ricumonp. Unless this information was reflected in the audit 
ec - 

Mr. Courtney. Well, the question addressed to you was: Did you 
have any information with respect to any other planes than the 202 
you have referred to, in the period December 31, 1954, up until the 
time of these negotiations in March of 1955? 

Mr. Ricumonp. No, sir; no experience on any other planes. 

Mr. Courtney. Did anyone that you know in your organization 
have information with respect to those planes, the planes being as- 
sembled and for delivery in the first quarter of 1955? 

Mr. Ricumonp. Only on the basis of the contractor’s estimates did 
we have any information. 

Mr. Courtney. You did not have the contractor’s costs; is that what 
you want us to understand ? 

Mr. Ricumonp. No, sir. 

Mr. Courrney. Did anyone in your organization have the con- 
tractor’s costs for the period first quarter of 1955? 

Mr. Ricumonp. Not unless it was reflected—— 

Mr. Courtney. Don’t say “unless.” Did anyone in your organi- 
zation, of whom you have information, have that information ? 

Mr. Ricumonp. No, sir. 

Mr. Courrney. Now, Colonel Medberry, just briefly, what is your 
relationshi ip to this contract 

Colonel Mreprrrry. Do you want me to give you my background ? 

Mr. Courtney. Yes. 

Colonel Mepserry. I graduated from the University of California 
in Los Angeles in 1938, and worked a year thereafter for National 
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Broadcasting Co., at which time I went to law school at the Univer. 
sity of Southern California. That was interrupted in World War 
If. I went into the infantry. I was transferred from the infantry 
to the Air Force and started my Air Force career at the Consolidated 
Vultee plant in San Diego. I was a production officer there. 

I went to the Willow Run bomber plant, at Ypsilanti, Mich., where 
I ultimately became a plant representative, as a plant representative 
at the Packard plant. Then I was released from active duty. 

For the next 5 years I practiced law in the city of Los Angeles. J 
was recalled to active duty during the Korean conflict. At that time 
I was deputy chief of the B-47 production committee, and ultimately 
chief of that committee. 

I then was transferred and made chief of a newly formed F-84 pro- 
duction committee, and stayed in that position until approximately 
January 1955, at which time I became the plant representative at the 
BOP plant in Kansas City. 

I was transferred from there in July and assigned as assistant 
executive to the commander of the Air Materiel Command. 

Mr. Courrney. Colonel, did you particpate in the negotiations 
with respect to the third segment of this contract ? 

Colonel Mepperry. I believe, Mr. Courtney, that I sat in on 2 
days of it. From the field we came into the negotiation as a team— 
Mr. Goebel, Mr. Richmond, and myself. I had supervision of these 
two gentlemen. 

Mr. Courtney. And what information did you bring to the ne- 
gotiating conference with respect to the performance of this con- 
tract ? 

Colonel Mrpsperry. We had whatever statistics were available to the 
plant representative I would have with me. 

Mr. Courtney. What were they? 

Colonel Mrepperry. Now let me give you a little bit of a picture 
of how a plant representative’s office operates. We have (1) a con- 
tracting officer who is responsible for the administration of that 
contract. 

Mr. Courtney. Well, now, he was Mr.—— 

Colonel Mepperry. Mr. Goebel. 

Mr. Courtney. Mr. Goebel, you are responsible for the administra- 
tion of the contract within the plant ? 

Mr. Gorse. Right. 

Mr. Courtney. All right. 

Colonel Mepperry. That is correct. He has a number of assistants. 
In this instance I think there were two, who are cost analysts, and 
review matters and assist him. Mr. Richmond is one of those. 

Mr. Courtney. All right. 

Colonel Mrprerry. In addition to a contracting officer, I had a 
production section which was composed of approximately 3 or 4 
men—varying numbers. 

Mr. Courtney. Who was the head of the production section? 

Colonel Mepsperry. A man by the name of Thiemann—Tee Thie- 
mann. 

Mr. Courtney. He does not appear, Colonel, to have been a partici- 
pant in the negotiations that you are speaking of ? 

Colonel Meprerry. That is correct; he was not a participant. 
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Mr. Courrnry. But he was the production man in the plant? 

Colonel Mepserry. Air Force production. 

Mr. Courrney. Air Force? 

Colonel Mepserry. That is correct. 

Mr. Courtney. To whom did you report ? 

Colonel Mepnerry. He reported to me. He analyzed the production 
figures, maintaining chart, flow charts of the production. He received 
production reports “from the company. 

Mr. Courtney. Would you say to the committee, that in March 
1955, when these negotiations for the third segment were under- 
taken, that you had the flow charts on pr oduction and knowledge of 
the materials invoiced and delivered ? 

Colonel Mrepserry. We certainly had the flow charts; the produc- 
tion flow charts did not fall within Mr. Thiemann’s responsibility 
to concern himself with invoices. 

Mr. Courrney. Let’s not worry about Mr. Thiemann. I want to 
know what the Air Force had in its possession, if you could tell us. 

Colonel Mrpzerry. I am not sure that we had the actual invoices 
at that time. 

Mr. Courrney. Did you have knowledge of materials scheduled for 
delivery ? 

Colonel Mepperry. Oh, yes. 

Mr. Courtney. You bie what the delivery schedules were? 

Colonel Mepserry. Oh, yes. 

Mr. Courrney. Actual and forecast ? 

Colonel Mepserry. That is correct. 

Mr. Courtney. Is that correct ? 

Colonel Mepperry. Yes. 

Mr. Courtney. In March of 1955? 

Colonel Mrepserry. That is correct. 

Mr. Courtney. Now, what else, if you want to continue with re- 
spect to the plant represent: ition. 

Colonel Mepserry. In addition to the production section in a plant 
representative’s office, there is also a quality control section. These 
people at various stages in the production line inspect the article that 
is being produced by the contractor and accepted in behalf of the 
Government. 

I had, also, a flight section. Each one of these airplanes was test 
flown by the Air Force at the conclusion of the fabrication. The 
contractor’s test flying was then turned over to us. We flew the air- 
plane and accepted it or rejected it. 

Mr. Courtney. Now, Colonel, so we may be clear about it, when 
delivery is spoken of here by General Motors and by yourselves in 
the Air Force, does delivery mean after the flight test has been com- 
pleted ? 


Colonel Mepperry. That is correct. After a flight test is made by 
the contractor—— 


Mr. Courrney. In other words, at this point you have an accept- 
able product ? 

Colonel Mreprerry. No. If the contractor flys the airplane and 
they find that it is acceptable, performs properly, they turn it over to 
us. We fly the airplane. If we feel that it is acceptable—if our 
pilots will accept that airplane, they come down and they 
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papers on it and, which, in effect, accepts the airplane. At that time 
it is reported as an accepted airplane. I believe, if I am not mis. 
taken, that at that point, we, the Government, take it and it can 
then be billed. It may be 2 or 3 days, or even a week—in many 
instances I am sure longer than that—before a pilot from the Ferry 
Command comes in and picks up the airplane. That is called de. 
livery of the aircraft. So you may get-—— 

Mr. Courrney. Well, what I am trying to get at, Colonel, is this: 
When delivery is reported on the schedules ‘of General Motors as 
presented here, what point are we to understand it represents ? 

Colonel Mepperry. A point of time in varying degrees after ac- 
ceptance. 

Mr. Courtney. After acceptance ? 
Colonel Mepserry. That is correct. 
Mr. Courrney. That is, after flying, after the plane is flown? 


Colonel Mepsrrry. And after it has been officially accepted by the 
Government. 


Mr. Courrney. All right. 

Mr. Kunn. You said up toa week; is that correct ? 

Colonel Mepsrrry. It could be ~ longer than that, Mr. Kuhn, 
depending on the circumstances. don’t recall the length of time 
that airplanes sit on the fieid. Normally, we try to get them off as 
rapidly as possible. 

Mr. Courtney. Now, Colonel, what about the size of this plant at 
Kansas City; how large was it? 

Colone! Mepperry. In square feet ? 

Mr. Courtney. Roughly, floorspace—manufacturing space. 

Colonel Mepserry. My memory—this has been a long time—— 

Mr. Courrney. Your best recollection. 

Colonel Mepperry. Since I looked at this. It was a reasonably 
large plant. I would say maybe in the neighborhood of something 
over 1 million square feet. 

Mr. Courtney. About a million square feet? 

Colonel Mepperry. Yes. 

Mr. Courrney. Did they have a flying field there ? 

Colonel Mrepperry. They did. 

Mr. Courtney. Flying strip? 

Colonel Mepserry. That is right. 

Mr. Courrney. And that is where these tests were performed ? 

Colonel Mepperry. That is correct. 

Mr. Courrnry. Any storage space in addition to the manufacturing 
space t 

Colonel Merpperry. Relatively little storage space. The General 
Motors, as a corporation, tried to schedule their operations so there 
was not too much storage. There was some outdoor storage space. 
I think ultimately we had to lease a number of storage sites in and 
around Kansas City. 

Mr. Courtney. Well, now, when did that leasing occur in point of 
time? 

Colonel Mepperry. I can’t recall that. I think it was prior to the 
time that I got there, Mr. Courtney, which you will recall was Jan- 
uary of 1955. 
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Mr. Courtney. January of 1955. So there was some outside 
sorage ¢ 

Colonel Mrepserry. I believe that is correct. 

Mr. Courrney. And was that under the supervision of or at least 
ynder the observation of the Air Force? 

Colonel Mrepserry. That is correct. 

Mr. Courrney. Air Force representative ? 

Colonel Mrepserry. Yes. 

Mr. Courrney. Then are we to understand that the information 
which you have just detailed all flowed in to you from production 
and from cost analysis ¢ 

Colonel Mrprerry. I supervised the various representatives in the 
plant representative's office; that is correct. 

Mr. Courtney. To whom, then, did you report the information 
which you had assembled ¢ 

Colonel Meprerry. Well, to give you our entire reporting system is 
arather complex and complicated thing. We made m: iny reports to 
many (different agencies, 

Mr. Covurrney. Well, let me get on to the specific here. 

Colonel Mepperry. All right. 

Mr. Courtney. The reports that you made: How did they get to, 
if they did get to, this negotiating team? What reports were they, 
and how did they get to the negotiating team ? 

Colonel Meprerry. We continually reported deliveries of aircraft 
to the buyer’s office. This was done on a routine and I believe a 
daily basis. 

Mr. Courtney. Well is it correct, then, to say that the buyer knew 
on any day what the total deliveries were for that day and for all 
prior days? 

Colonel Mreprerry. I think that is correct. 

Mr. Courtney. Within 24 hours? 

Colonel Meprerry. That is correct. 

Mr. Courtney. All right. What other information got to the 
negotiating team ? 

Colonel Meprerry. Jt was the responsibility of the administrative 
contracting officer to call for audit reports. Those audit reports were 
originally handed to the contracting officer. He used those generally 
in assisting him in making his comments on the contractor's proposal. 

Mr. Covurrney. On a contractor’s proposal ? 

Colonel Meprerry. On a contractor’s cost proposal in preparation 
for the negotiation. 

Tn addition to that, he was personally present to answer questions 
that related to the administration of the contract. 

Mr. Covrrney. Now, then, let’s come back to Mr. Saxton. We will 
take un where we left off, Mr. Saxton. 

Mr. Saxton. Thank you. 

Mr. Covrrney. You had a statement, T think, you would like to 

ad? 

Mr. Saxon. Yes. I was just reading here when we stopped for 
the rest of them. 

As to this case in question and my position as an Air Force nego- 
tiator, as I stated, I must have participated in about at least 300 con- 
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tract negotiations for the Air Force. The total amount of dollars 
involved is staggering; something in the billions of dollars. 

This is a most difficult and trying job, forecasting the future and 
hitting a businessman in his poe ket. di ay in and day out. ‘To say the 
least, it is a rugged way to make a living. It required considerable 
overtime, as well as a great deal of outside reading. This situation 
applies to all the pricing men at AMC. 

i was closely associated in this work with Mr. Loofbourrow, Mr. 
Joe Brown, and Lt. Col. W. K. Lamnetoot. l know of no group of 
men more devoted To their job, who di vily > do the ir level best to pro- 
tect the interests of the United States fava ronment. And I feel sure 
AMC, as a whole, is doing a remarkably good job, too. 

We pricing men dealt every day with the top financial men in the 
aircraft industry. It has been my experience that the industry people 
do their best to negotiate fair and reasonable prices to both parties, 

It appears now, over 2 years later, th: ; AMC missed the price on 
these 300 airplanes in mostly 2 areas, as I understand it, labor-hours 
and overhead. 

Let’s review quickly these labor-hours. I believe 13,050 hours per 
airplane was reason: able. The 13,050 hours are on a 74 percent prog- 
ress curve 

Mr. Courrney. I don’t want to interrupt you, Mr. Saxton, but Gen- 
eral Motors represents itives testified here on Friday that they accepted 
your estimate of 15,050 hours in the course of the negotiations. 

Mr. Saxton. Only after a most difficult time. 

Mr. Courrney. Well— 

Mr. Saxron. That is the lowest figure—— 

Mr. Courrney. Whatever your difficulties may have been, you 
finally prevailed. 

Mr. Saxton. Finally. It was not easy. 

Mr. Courrney. So that the issue of 13,050 hours was not vital in 
the final determination of your conference, was it ? 

Mr. Saxton. Oh, it was very vital. On the contrary, it was the 
toughest figure that I could calculate, and we made it stick with 
General Motors 

Mr, Courrney. Good. 

Mr. Saxron. We made it stick. 


+ 


Mr. Courtney. That is fine. All right, then, continue with your 


statement. 

Mr. Saxton. I supported it by m: iny arguments. The whole team 
contributed to the arguments as to why we thought these hours were 
reasonable. A regression rate of 74 percent on a phase-out was ex- 
tremely unusual in the aircraft industry. They were tooled to only 
50 planes a month. To achieve a 74-percent curve, they had to pro- 
duce 65 planes per month or more. 

They had not done this at the time of the negotiation. Needless to 
say, the General Motors people did not agree with us on the hours. I 
understand now that they actually hit an average of 12,000 hours per 
plane. | 

Fre - the last known actual on the lot of airplanes—— 

Mr. Gavin. Pardon me. At that point, Mr. Counsel, you say you 
understand. From whom and how do you understand? “ih 
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Mr. Saxron. I believe Colonel Thompson or Mr. Loofbourrow, one 
of them told me you had a figure of 12,000. 

Mr. Gavin. One of them told you. We want to know we told you. 
You are making a statement now. Let’s have it speci 1 rally. Ww ho 
gave you that information ? 

Mr. Saxton. I talked to both of them over the weekend. 

Mr. Gavin. Who? 

Mr. Saxvon. Both of them. I talked to Mr. Laofbourrow— 

Mr. Gavin. You are in position to testify to that effect; are you ¢ 

Colonel THompson. Yes, sir. 

Mr. Saxton. From the last known actuals on the lot of airplanes 
just prior to 800. That is where the 12,000 is. This is producing on 
a 65-percent curve, I believe. 

The monthly output after negotiation was above my 65 planes per 
month. And five planes e month was much better than they had 
ever done. And remember, they were tooled for 50 planes a month. 

A 65-percent curve was highly unpredictable. And I ask you, in all 
honesty, who could foresee such a development? Anyone possessing 
such clairvoyance in March 1955 would be a millionaire today. I 
certainly am not. 

I repeat, I developed the toughest figure possible on labor-hours and 
we made it stick. 

Now, briefly, let’s just review this overhead. We can talk about it 
later in detail. We, the Air Force team—— 

Mr. Courtney. You are using overhead as a substitute for burden 
which has been spoken of ¢ 

Mr. Saxton. Yes; I call it overhead. Some accountants call it 
burden. I like overhead. 

Mr. Courtney. Well, we will try to make peace here in some way. 

Mr. Saxron. We, the Air Force team, believed that BOP could 
finish a month earlier than its schedule. They agreed they could better 
the schedule for final delivery in August, but they weren’t sure when. 

They actually finished, I understand, in late May. 

Our price took into consideration overheads through June 1955 
along with a reduced amount for contract closeout. 

Now, we find out that they closed out right behind the last airplane, 
which went out in May. This was unheard of. 

Obviously, by some ingenious methods and a lot of luck, BOP sur- 
passed normal! Cap et ianes, That is all there is to it. 

I think the price of $271,165 per unit had a lot to do with it. 

I think General Motors testified it was so late at the time of nego- 
tiations that they virtually went crazy in cutting costs. We did not 
leave any $17 million lying on the negotiating t: able, 

I remember at the conclusion of negotiations that one BOP official 
was so mad and disgusted at me for holding out at $271,000 that he 
could hardly shake hands. 

Another General Motors executive—— 

Mr. Courtney. You did finally compose your differences, I hope? 
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Mr. Saxton. We did at last. And another official, and I thin k | 
can quote him—he was certainly mad at us, and he told me—he said, 
“T know why the FBI hired you, and that is guts and nerve.” 

In conclusion, I want to state that, as a negotiator, I was overworked 
and underpaid, but never inadequate and inefficient. 

Let’s look at the record. This is 1 negotiation out of no less than 
300 I worked on, involving billions of dollars. 

Thank you. 

Mr. Courrney. Now, Mr. Saxton, what we would like to ascertain 
from you this morning is what information you had on hand when you 
went into the negotiation. Now, I think General Thurman has stated 
and you have stated that over the weekend you have talked with Air 
Force representatives and refreshed your recollection ¢ 

Mr. Saxton. Yes. 

Mr. Courtney. I think it has also been represented that you have 
examined the transcript of Friday’s hearings; is that right? 

Mr. Saxron. Yes, I read them both. Thursday and Friday. 

Mr. Courtney. Thursday and Friday. 

I just want to come down now to the several items that were referred 
to by General Motors in its presentation. 

Do you recall that General Motors agreed that your labor figure 
was an acceptable figure twenty-six-thousand-some- odd dollars, in the 
course of their testimony ! You have told us how you got to the 
13,000 hours, and I think you are to be complimented about the ac- 
curacy of your forecast. 

Mr. Saxton. Thank you. I believe we have something from General 
Accounting on that, too, don’t we ? 

Mr. Courtney. Do you recall, Mr. Saxton, that you were in agree- 
ment on that item ? 

Mr. Saxton. No. We weren’t in agreement on any particular ele- 
ments of cost. 

Mr. Courtney. I understand. 

Mr. Saxton. We agreed on a price. 

Mr. Courtney. All right. 

Colonel Mepperry. Mr. Courtney, for the assistance of the com- 
mittee in reviewing this matter, the Air Force has prepared a chart 
which you will see up there, which has been imposed over the one you 
had yesterday. 

Mr. Courrney. All right. I expect you have. But just let me ask 
a Colonel, and we will get through. 

Colonel Tuomrson. Mr. C ourtney, may I make an observation at 
this time? The General Accounting Office, when they first reviewed 
this contract came into our local oflice with a tentative draft of some 
of their findings and asked for comments. The reason that they 
come in is to notify us early of the things they are concerned with and 
also for us to let them know if there is anyplace further discussion 
would show that maybe their observations were a little hasty. 

Now, in a tentative report made to our administrative contracting 
officer- 

Mr. Courrnry. Just a minute, please. Just let me get the things in 
focus here. 
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Colonel THompson. Yes, sir. 

Mr. Courtney. I am directing my attention today only to the ques- 
tion of the negotiation on the 300—the third segment of this plane 

Colonel THompson. Yes, sir. The reason that I raised this question 
is because the General Accounting Office has a paragraph on direct 
labor in this report which may answer your question, which did not 
appear in the later report. I would like to read it, if you would like. 
[think it may add something to the comments. 

Mr. Courtney. Does this relate to the third segment ? 

Colonel THompson. Yes, sir. 

Mr. Courtney. Ail right. 

Colonel THomrson. This is a tentative finding of the General Ac- 
counting—— 

Mr. Courrney. The reason I wonder about it, Colonel—there doesn’t 
seem to be much fuss about it. After all, after the boys got mad and 
composed their differences, they finally got down to a $26,000 figure ¢ 

Colonel Tompson. Yes, sir. Well, if you are not concerned about 
it, Mr. Courtney. I took it that you were when you were trying to 
develop this factor. 

Mr. Courtney. No. 

Colonel THomrson. The General Accounting Office’s report was 
that the Air Force analysis was entirely responsible for getting the 
contractor to accept a realistic estimate on labor and they more or 
less complimented our negotiator. I didn’t like to pass up an oppor- 
tunity to let Saxton know that the General Accounting Office did 
know it. Iam not sure—— 

Mr. Courtney. I think everybody here—— 

Mr. Harpy. If the Chair would permit, I think the committee was 
complimenting the Air Force on thé at point. 

Mr. Heéperr. Yes. 

Colonel THompson. Maybe I misunderstood it. But I wanted to 
be sure that we were very proud of the hours he set, and we had also 
an outside agency which expressed itself in writing. 

Mr. Courrney. I think the figures speak for themselves, a more 
eloquent tribute, probably, than anyone could give. 

Colonel THompson. Yes, sir. 

Mr. Courtney. Even though it ruffled the fur of some of your 
competitors. 

Mr. Gavin. Well, if it would satisfy the lieutenant colonel, put 
itin the record. If he wants it in, let him put it in. 

Mr. Courtney. I have no objection. If you would rather have it 
in the record, go ahead. 

Colonel Tompson. I think we have said what is in this statement. 
I did identify it as coming from a report from the General Account- 
ing Office. I will be glad to read it. 

Mr. Courrney. And with respect, then, Mr. Saxton—to return, 
with respect to the item of material—didn’t you finally come to a 
substantial agreement in dollars on that item ? 

Mr. Saxron. Mr. Courtney, if I may, I would like to explain to you 
just how we do this in about half a second. 

General Motors came in with their figures, up here at contractor’s. 
We sit down and we have ideas before in our prenegotiation meeting. 
We sit down and we start out here and we examine every one of these 
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costs all the way down and we may only talk’an hour on this one. We 

may talk a day on labor- hours, 2 2 days on that. Youcan’ttell. Ital] 
depends on how complex it is. But we don’t say “Well, look, we are 
going to buy $2,242 for overtime.” We never do that. We come 
through and listen to their story, see how they got it. We already 
have a figure, which is in our mind. We then decide what is—are we 
right, are they right, who is right? We come up—l first told them 
a figure, I believe : 260,00 0, or 262 000, whatever it is. The first thin 
they said—I didn’t tell them what we made it up in so many dollars 
of ~ uterial and so much labor. 

said a price of $262,000. They said, “How did you get it? How 

a you get any thing like that?” Then they start in explaining where 
we are wrong. 

So neon: you haven’t agreed on any particular elements of cost. 

Mr. Courtney. No, but you had no real dispute, as a matter of fact, 
Mr. Saxton, on the item of material ? 

Mr. Saxton. Yes, we had quite a dispute. 

Mr. Courtney. Wait aminute,now. Either in your notes, that are 
shown and finally developed on this board—both in your figures 
which you submitted as your final determination as the distr ibution of 
those figures, or as finally proved by the General Accounting Office, 
which of course is after the fact 

Mr. Saxton. Yes. 

Mr. Courtney. So you would say you were pretty much on the 
nose, wouldn’t you say, on material cost ? 

Mr. Saxton. On materials, yes. 

Mr. Courtney. And with respect to the other smaller items on that 
board—overtime and night shift—you were pretty much on the but- 
ton with that, weren’t you? 

Mr. Saxton. Yes. 

Mr. Courtney. The only items about which you seem to have dif- 
fered as it finally got down—now you are shaking your head, mean- 
ing . ”4 

Mr. Saxron. Yes, two items. 

Mr. Courtney. Was with respect to burden ? 

Mr. Saxton. Yes. 

Mr. Courrney. And with respect to general and administrative 
overhead ? 

Mr. Saxton. Yes. 

Mr. Courtney. Well, what would control your determination on 
the burden factor? 

Mr. Saxton. Well, the burden factor, as General Motors figured 





it 





Mr. Courtney. No; let’s see how you figured it. 

Mr. Saxton. How did I figure? 

Mr. Courtney. I want to know what you figured. 

Mr. Saxton. We calculated that 

Mr. Courtney. You better use “we,” too, because you have all this 
team of Air Force people. 

Mr. Saxton. Ihave had a lot of advice. 

Mr. Courtney. That is right. 
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Mr. Saxton. I used it and I needed it here, too, believe me. We 
have a paper here that shows my calculation. We came up first with 
this figure of $58,000—$58,411. We arrived at that figure, which was 
our tent: ative figure. We hadn’t talked to General Motors. 

It is our experience that you can’t come up with a price before 
you have talked to the contractor. You can get a lot of inputs and 
a lot of good information. But you can come to no conclusions and 
you would never be able to negotiate price without getting the con- 
tractor’s e xplanation. Anda lot of times his explanation—not i in this 
ease Where we had to go up, but a lot of times after we talk to him 
we will revise ours even below it, and at other times we will buy it. 

In this case we calculated $58,411 from the last airplanes, I believe, 
which they produced in December 1954. 

Now, that was—we didn’t use a percentage. It was not a percent. 
The percentage is the result of the dollars. 

The dollars is General Motors’ system of figuring overheads. They 
don’t figure on a percentage basis. Of course 

Mr. Courrney. Let me ask you this question: Mr. Saxton, at the 
time all of you gentlemen sat down at this negotiation ‘table, did you 
know you were negotiating a final price 4 

Mr. Saxton. Yes, sir; I surely did. 

Mr. Courtney. In other words, you knew that the contract was to be 
completed according to the information you had within the 90 days 
extended from the period in March, roughly ? 

Mr. Saxton. Well, I figured June. 

Mr. Courtney. You figured 

Mr. Saxron. The best information I could get was that they would 
probably ship the last plane or deliver it in June. 

Mr. Courtney. In June? 

Mr. Saxron. That was my information. 

Mr. Courrney. And actually, I think the last plane was delivered 
in——- 

Mr. Saxton. I have been told May 29; is that right ? 

Colonel Mepperry. Twenty-eight. 

Mr. Saxton. Twenty-eight. 

Mr. Courtney. So far as delivery schedule was concerned, you were 
within—— 

Mr. Saxton. Yes. And that is an interesting thing, right there. 

Mr. Courtney. That, of course, is very interesting to us. 

Mr. Saxton. Yes. 

Mr. Courtney. We want to know what you had in mind. 

Mr Saxton. Their overheads, for 1 month, averaged around $2,400,- 
000 a month, and the difference between mine and theirs is in this 
figure right there, when I run it out to June. 

Mr. Courtney. Is in that figure. Now, what did the plant repre- 
sentatives—you were the leadman in this negotiation. What did the 
plant re present: itives tell you about the amount of material that was 
on hand? 

In this plant in March and was on order for delivery ? 

Mr. Saxton. Material going into the airplane? 

Mr. Courtney. Yes. 

Colonel Mrepeerry. Mr. Courtney, possibly I could address myself 
to that question ? 
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Mr. Courtney. If you can answer the question. We want to know 
what got to this table. 


Colonel Mrepserry. Yes. 

Mr. Courtney. All right. 

Colonel Mepzerry. I will have to go on memory. We have noth- 
ing in the file that indicates this as an exact fact. But basically, 
I think probably at this point in time the majority of the material 
was on hand, that went into the airplane. I think a number of the 
components were rapidly coming to completion. In fact, the machin- 
ing department, which is probably the first operation, had closed at 
that time. 

However, I think that the General Motors people and the Air 
Force people certainly could not have anticipated a runout at as 

arly a date as they did. 


Can we look at the schedule that they actually made for just a 
moment ¢ 

During the year of 1954 these people progressed along—startin 
in January with 5 airplanes, and they progressed ” until December, 
they had, for the first time on their schedule of 50 airplanes per 
month. Mind you, the tooling and the setup of this plant was geared 
to 50 airplanes a month, or two-something per day. 

In January they exceeded that. They went up to 63 airplanes. 

In February they droped back to 62. 

It was our best estimate, going into the negotiation, that they 
were leveling off at about sixty-some- odd, maybe 65 airplanes, which 
would take them out at the end of June or early in July. 

Mr. Courrney. Now, the contract date, as I recall it, Colonel, for 
the completion was July of 19 

Colonel Meperrry. The contract date was in August. 

Mr. Courtney. Was in August? 

Mr. Saxron. August. 

Colonel Mepserry. But it was obvious to us at the time we went 
to the negotiating table that they had caught up. They had been 

considerably behind schedule in 1954. They had caught up, and for 
the first time had delivered the schedule that they were required to, 
of 50 per month. 

Now, we could see that the various components that were feeding 
into this assembly were getting on toward completion. However, 
the really controlling factor was the final assembly line and the flight 
time. 

As I said before, this was geared to 2 airplanes a day, 2 plus per 
day. They actually went up ‘to 3 per day, 4 per day, and I think on 
one occasion actually got 6 airplanes per day. This performance at 
this time was just, in my opinion, little short of miraculous. 

We couldn’t anticipate it, and I am sure General Motors couldn't. 

Mr. Courtney. But you knew, didn’t you, at the time these nego- 
tiations took place, that General Motors had already accelerated 
its schedule and was outperforming itself, didn’t you? 

Colonel Mrprerry. We knew they had produced 63 in January, 
had dropped down to 62 in February, and at the time we went to 
the negotiating meeting for the month of March they had pro- 
duced, or we had accepted some 49 airplanes. This was around the 
20th, when we left the factory. 
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Mr. Courtney. I think the record shows that they delivered 85 
nthe month of March? 

Colonel Mreprerry. That is correct. 

Mr. Courtney. The month of the negotiations. 

Mr. Saxton. Yes. 

Mr. Courtney. That is right; isn’t it? 

Colonel Mrepsrerry. That is correct. 

Mr. Courtney. Now, on the 25th of March, where was the ma- 
erial that went into these 85 planes? Fifty had been produced and 
s5 yet to come, with 5 days in March. Where was the material for 
these planes ? 

Colonel Mrepserry. We can’t answer exactly, but substantially the 
majority of it was- 

Mr. Courtney. It was all delivered, wasn’t it? 

Colonel Mreprerry. Was on hand or available. 

Mr. Courtney. It was either on hand or deliverable. It was on 
hand and you can see it? 

Colonel Mepserry. As I said, the limiting factor was the ability 
of those materials to be assembled in an airplane that was geared to 
produce two plus per day. 

Mr. Courrney. And wasn’t there material on hand and in the 
factory for the segment to follow in the next quarter at the time 
you were conducting these negotiations? 

Colonel Mrpserry. Oh, Mr. Courtney, I am satisfied, without 
knowing exactly, that virtually all material to complete the contract 
was there. 

Mr. Courtney. To complete the whole contract? 

Colonel Mepexerry. Yes. As I said before, the machine shop had 
already completed all of its operations. 

Mr. Courrnry. Then am I to understand that the only thing 
about which you were in any doubt at the point of negotiation was 
the time within which the material on hand could be assembled into 
a plane ? 

Colonel Meprerry. This is not the only thing we were in doubt 
om. There were a number of unknown factors that we didn’t have, 
as there are in every negotiation. 

Mr. Courtney. What were they? 

Colonel Meprerry. If you are discussing production, the primary 
limiting factor in production at this particular plant was how fast 
could they take those components, put them down on an assembly line 
that was geared to build 50 airplanes a month. 

General Motors, when they revised their estimate, said they could 
do it by July 8. 

In looking at their performance and figuring that they had leveled 
off at about 65 airplanes a month, this seemed like a pretty reasonable 
thing to us. We based it on that—we based our planning on that 
sort of a basis. 

Mr. Courtney. Then you could forecast, could you not, that if 
General Motors were to make any profit over what you had forecast, 
it would come as a result of an accelerated performance schedule; 
wouldn’t it ? 
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Colonel Mrpzerry. I suppose that is one way, with increased eff. 
ciency that they might utilize in making a profit over the factor that 
we had figured in estimating the price. 

Mr. Courrney. What did you say to that, Mr. Saxton? What do 
you say to that? 

Mr. Saxton. Thatis right. I agree with that. 

Mr. Kuun. Colonel Medberry, you said that in March, prior to 
going into negotiations, that the Air Force had accepted approxi- 
mately 40 of the 85 pl: anes? 

Colonel Mepperry. It was 49, I believe, Mr. Kuhn. 

Mr. Kunn. Forty-nine, that were accepted by the Air Force in 
March; is that correct ? 

Colonel Meprerry. That is right. 

Mr. Kunn. How many of the 85 were produced at that point? 

Colonel Mepperry. I can’t answer that question, sir. Unfortu- 
nately, the production records are not something that we maintain 
for a number of years. I just can’t, frankly, answer it. I am 
sure—— 

Mr. Kunun. Well, would it be a fair assumption to say that the 
majority of the 85 were produced ? 

Colonel Mrprerry. No question about it. They were produced; 
out of the factory and in the flight-test stage. 

Mr. Kuun. Allright. Then there would be a balance, then, of 179, 
making a total of 599, that were still to be produced between that 
point and the end of the contract : ; is that correct ? 

Colonel Mepprerry. I haven’t checked your figures. 

If you say so, that is fine. 

Mr. Kunn. Ninety-one in April and 88 in May is the record that 
we have before us for acceptance by the Air Force. 

Colonel Meprerry. All right. 

Mr. Kuun. Of that 179, how many would you say had been pro- 
duced in total, counting all the partial completions of that 179! 
What percentage of that 179 had been completed ? 

Colonel Mevzerry. I can’t answer that question, Mr. Kuhn. Very 
frankly, my memory isn’t that good. 

The final assembly line, I am sure, was filled with airplanes. The 
flight-test section, which generally had about—I don’t recall how 
many airplanes they had in there at that time. But the flight section, 
I am sure, was filled with airplanes. 

Other than that, I can’t honestly remember. 

Mr. Kunn. Then as I understand your testimony, you believe that 
most or all of the 85 that were finally accepted by the Air Force in 
March had been produced ? 

Colonel Meprerry. Generally completed. 

Mr. Kuun. And that 49 had been delivered. That left 36 for ac- 
ceptance by the Air Force in that month ? 

Colonel Mepperry. Yes. 

Mr. Kunn. And these 36 were acc epted between sometime early—— 

Colonel Mrepperry. Between, say, the 20th of March, when we left 
the plant, and the end of the month. 

Mr. Kunn. And the 31st? 

Colonel Mepperry. Yes. 
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Mr. Kuun. At what rate had they been testing them up to the 20th 
of March ¢ 

Colonel Mrprerry. They had completed and tested 49 up through 
the first 20 days of March. This testing is a very flexible thing, be- 
equse it is dependent upon the problems that they run into. In ‘other 
words, you take one airplane up and fly it. It may perform per- 
fectly. The next one you have to pull an engine on, or you get some- 
thing else that is wrong. 

Mr. Kuun. Well, if there was a perceptible increase in the testing 
at the plant during the period between the 20th and the 25th of 
March, and the individual you left in charge when you left the plant 
would certainly notice that, and that would have a definite bearing on 
the capacity of the plant to deliver planes to the Air Force; is that 
not correct ¢ 

Colonel Mepserry. I don’t know that I understand your question, 
Mr. Kuhn. 

Mr. Kuuwn. Well, between the 20th and the 25th, the week of the 
negotiations, they were continually testing the planes during that 

riod ¢ 

Colonel Meprerry. That is correct. 

Mr. Kunn. To test the balance of the 36. If there was a perceptible 
increase in the per day testing there, which would reflect in the ca- 
pacity of General Motors on a monthly basis to deliver planes to the 
Air Force for a e, would he call that to your attention ? 

Colonel Mepgerry. He might or he might not. I don’t think that a 
specific day’s nie ince would nee essarily have been significant 
enough for him to call us out of the negotiation. Because, you see, 
there was a tremendous fluctuation throughout the entire contract 
on the numbers of airplanes accepted in any one day. 

Mr. Harpy. Can I get into this little phase of it a second? 

Mr. Hépzerr. Yes. 

Mr. Harpy. Thinking in terms of the information that was avail- 
able at the time of the negotiations: We had testimony in here Fri- 
day that as far as the fuselage assemblies, which were an extremely 
important element in this thing—the last ones were delivered in the 
first week of March. 

Colonel Meprerry. Yes. 

Mr. Harpy. That was 2 or 3 weeks before these negotiations took 
place; is that right? 

Colonel Meprerry. That is right. 

Mr. Harpy. You were getting into sort of the end of March at tne 
time you were negotiating ¢ 

Colonel Meprerry. That is right. 

Mr. Harpy. By the time these negotiations began, the General 
Motors negotiators had available to them information as to the extent 
of subassemblies which had been completed, presumably. 

Colonel Mepprrry. Yes. 

Mr. Harpy. You probably did not. 

Colonel Mepserry. I think probably we had some figures on it. 
They may not have been quite as accurate as General Motors, but we 
had some. 

Mr. Harpy. Well, the thought that occurs to me is this: The extent 
to which your subasserrhblies have been completed gives you a pretty 
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good prediction as toa compar ison at least with respect to the amount 
of labor that is going into those and a determination as to a time 
when they are going to come off the final assembly line. 

Colonel Mepserry. Well, this is what I have tried to explain, 
Mr. Hardy. This isn’t necessarily true. In other words, you cay 
have all the components to build an airplane in the plant w: aiting to 
be assembled. If you have a capacity to build two plus per day on 
your final assembly line, you can only put them together that fast, 

Now, in this instance, the General Motors did a f: abulous job. They 
put those together—-they went 1 day up to 6 a day.- We didn’t be. 
lieve and I don’t think they did, either, that they saad put that many 
airplanes that rapidly down that final assembly line. 

Mr. Harpy. Well, of course, that is something that I am in no 
position to speculate on, what they could do on the final assembly 
line. But, certainly, if they were alre: ady in a position to close down 
some of the subasse mbly lines, which apparently they were— 

Colonel Meprerry. Yes. 

Mr. Harpy. Maiti some of them had been closed before the 
negotiations started. 

Colonel Meprerry. The only one that had been closed was the basi¢ 

machine shop. 

Mr. Harpy. I wonder if that is factual. I wonder if you have 
made a determination actually as to whether some of the others hadn't 
already been closed. 

Colonel Merpp erry. I can only go on what the record shows and my 
memory and the only ones I remember. 

Mr. Harpy. Of course, your memory wouldn't be too good on that, 

As a matter of fact, you may not have asked actual up-to-date in- 
formation with respect to that at the time you sat down to negotiate, 
which is entirely possible. Because I would think there would be a 
little bit of lag in the information coming to you, unless General Mo- 
tors people voluntarily told you. 

Colonel Meprerry. If it was outside production in plants other 
than the one where my people were located, you are quite possibly 
correct. 

Mr. Harpy. And maybe I am just as wrong on that as I can be, but 
assuming that subassemblies had been completed and that your main 
concern then is with the output of your final assembly line, if you 
were in a position to close down some of your other - subassembly lines, 
is it conceivable that a little extra effort could be put on your final 
assembly to speed them up? 

Colonel Mepprerry. Well, obviously, that is what happened. 

Mr. Harpy. Obviously it is what happened. Wouldn’t a manager 
in a plant be in a pretty good position to evaluate that possibility ? 

Colonel Meprerry. I would say yes and no. He is in a good posi- 
tion to evaluate it and to determine what would hi: _ n so long as he 
does not run into any extremely difficult problems. And fortuitously, 
really during the last end of this contract they didn’t have any serious 
problems. 

Mr. Harpy. Well, undoubtedly there was some element of fortuity 
in this oe ion. But, lam wondering if it was allthere. Maybe 
some of it was just darn good trading. 

Colonel Mr pDBERRY. Some of it is darn good production. 
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Mr. Harpy. Undoubtedly there was good production involved. But 
[am also wondering if there wasn’t an element of good trading at the 
negotiating table, too. 

[ am wondering, also, if this argument over the 13,050 hours that 
Mr. Saxton spoke about awhile ago—if there might have been a little 
bit of facetiousness in this provocation that seems to exist. 

Mr. Saxron. I don’t think so. Because that is 25 percent less than 
what they had. That is a pretty big item. 

Mr. Harpy. You know very well; they were in a better position to 
make an accurate estimate on it than you were? 

Mr. Saxton. On the hours? No, I don’t think they were. 

Mr. Harpy. You don’t think they were ? 

Mr. Saxton. No, sir. 

Mr. Harpy. With a full firm knowledge as to the extent which they 
had completed the subassemblies at that time? 

Mr. Saxton. Well, we had information available to us for years 
and years that we have accumulated there at the Air Force on labor 
hours and trends like that. 

Mr. Harpy. You might have—— 

Mr. Saxton. They had a lot, yes. 

Mr. Harpy. You might have information on trends, but that is not 
nearly as good as the actual ? 

Mr. Saxton. No. The actual is the best, that is right. 

Mr. Harpy. If they had the actual on subassemblies up to the time 
of negotiation, a good many of which were already completed, they 
are in whole lot better shape than you were if you didnt know that. 

Mr. Saxton. Yes. 

J see here in my notes in supporting our price that I stated to them 
that. most parts, subassemblies and assemblies, are done. So appar- 
ently our price—when we were negotiating we knew that. Because 
[told them that any how. 

Mr. Ilarpy. They testified that they accepted your figure of 13,050 
hours. 

Mr. Saxton. Yes. 

Mr. Harpy. Have you computed how much additional profit they 
would have made if you accepted their original figure of 17,000 or 
even their amended figure of 16,000, 

Mr. Saxton. I would be afraid to. It would be too high. Tre- 
mendous. It was $2 an hour. So there would be 3,500 hours. 

Mr. Harpy. $7,000 a plane. 

Mr. Saxron. $7,000 a plane; 300 planes. That would be another 
$2 million. 

Mr. Harpy. Yet, that is what they came to the table with, which 
was supposed to be their best estimate, and they should have been in 
a position to make as good an estimate on the job as you were. 

Mr. Saxton. Yes. 

Mr. Harpy. They were the people that were actually started. 

Mr. Saxton. They started with 17,250. 

Mr. Harpy. That is just exactly my point. 

Mr. Saxton. Yes. 

Mr. Harpy. I am not too impressed by all of these crocodile tears 
that were shed because they had to come down to 13,050 hours. If 
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they hadn’t thought that that was a reasonable figure, they never 
would have accepted it. You know I have been in the selling businesg 
a little bit myself. Sometimes 

Mr. Saxton. They sell you, I know. A lot of them do. 

Mr. Harpy. Of course they do. That is their business. 

Mr. Saxton. That is right. 

Mr. Harpy. I commend them for it. 

Mr. Saxton. You are up against the best in the business, when you 
get General Motors. 

Mr. Harpy. That is why we have to have some mighty capable folks 
sitting around the table. 

Colonel THomrson. Mr. Hardy, may I make just one observation? 
They call us buyers, but we have a selling job, too. 

Mr. Harpy. If you don’t, you are mighty poor buyers. 

Colonel THomrson. When we get something we really have to sell, 
and if a man can’t sell his figure then we really don’t get the job done, 
So our people have to be able to sell these figures. When they know 
they are right, they usually can do it. 

Mr. Harpy. One of the things I hope we will develop, Mr. Chair- 
man, before we get through, is what was the actual production situa- 
tion at the time these negotiations took place. Because, frankly, I am 
not at all sure that you all had any idea how far along these planes 
really were. 

Mr. Saxron. Yes. We knew through 49 at the time. And as I 
recall, it came up when they said there were 49 through there—I think, 
I am sure that we checked to see or looked into it, as to how many were 
sitting out there on the ramp, to get a figure as to see what their pro- 
duction would appear to be in March. As I recall, it appeared it 
would be about the same as the previous 2 months, a little more than 
60. That was our information at thetime. That is the reason I think 
that 49 is significant, because aparently they delivered—well, what! 
Thirty some airplanes. 

Mr. Kunn. Thirty-six. 

Mr. Saxton. In 10 days. 

Mr. Kuun. The 25th. 

Mr. Harpy. You don’t mean that they didn’t have a pretty good 
knowledge of what was going to happen? 

Mr. Saxton. I wouldn’t know what was in their mind. 

Mr. Harpy. Of course you wouldn’t. It is almost unbelievable to 
me. 

Mr. Saxton. Yes. 

Mr. Harpy. That people that are in production and are used to their 
own production lines and not the extent to which the subassemblies 
have already been completed—how far along in progress the work 
is. 

Mr. Saxton. Yes. 

Mr. Harpy. Are going to be that bad in predicting what they can 
do. That is not how they got to be high-powered folks in General 
Motors. 

Mr. Saxton. That is right. 

Mr. Harpy. Actually, Mr. Chairman, on this question of direct 
labor, I want to go back again and commend the Air Force for insist- 
ing on that. Because if they hadn’t, we could have paid up to $7,000 
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or $8,000 a plane more than we actually did pay, which would have 
just been that much fattening of the profit. 

Colonel THompson. Thank you, Mr. Hardy. 

Mr. Hévert. If the Air Force had been consistent and insisted on 
the other figures which they should have known, if they didn’t know, 
we wouldn’t be here today. 

Colonel Tuomerson. Mr. Hébert, the Air Force did insist on the 
other figure to the extent we could support it. But we honestly could 
not support our burden figure on the basis of our forecast of produc- 
tion in the light of the actual experience that we were looking at. 
[think our man did just as good a job as he could in negotiating that. 
The runout was where he got in trouble. 

Mr. Harpy. Colonel, undoubtedly, if you were looking at produc- 
tion that took place in December, January, and February—of course, 
that is all you c ‘ould go on. 

Colonel THompson. Yes, sir. 

Mr. Harpy. But if you were looking at the accomplishment of the 
work in progress along those various subassembly lines, up to the 
point that existed at the time of your negotiation, you should have 
been in a better position to do a better job. 

Now, I don’t know whether you had that available to you or not. 
But I am pretty sure that General Motors had it available to them. 

Colonel THompson. Yes. 

Mr. Héserr. And then if General Motors did actually have in their 
yossession more accurate figures, they obviously did not come to the 

table within the exact wording of their contract or the exact regula- 
tions, that they had to bring “the most accurate figures available to 
them. It naturally follows as day and night. 

And, of course, I don’t blame General Motors for getting away 
with as much as they can get away with. That is their business. 

Mr. Harpy. Wait a minute, Mr. Chairman. 

Mr. Hénerr. It is the business of the Air Force not to let them 

get away with it. 

Mr. Harpy. It is their business, too, to make the best estimate they 
can. 

Mr. Héserr. That is what I am saying. 

Mr. Harpy. Mr. Gordon testified here to that effect Friday. 

Mr. Hénertr. That is what I am saying. It was his responsibility 
to submit the best and most accurate figures available to him. 

This does not impress met a great deal, to say how much they came 
down. Because they walked in with the bag loaded, and just how 
much they could keep in the bag was to their benefit. Because they 
had a good cushion to give away “and still be above the mark. 

Mr. Harpy. It was Mr. Gordon’s testimony in here Friday that it 
was their responsibility to provide the best estimates they had based 
on their acutal experience. 

Mr. Hepsrrr. Yes. 

Mr. Harpy. Now, if that were the case, frankly I have a little 
trouble understanding how they came into an estimate of 16,000 hours. 

Mr. He&serr. I share that. 

Mr. Harpy. In the negotiations. 

Mr. He&pert. I share that. 
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Mr. Harpy. I could understand it if the negotiations had taken 
place the latter part of February. But with this extra 3 weeks, that 
is the thing that bothers me. 

So, when we get into all of this thing about the Air Force resistance 
to coming down from the 16,000 to the 13,000 hours, frankly I think 
that is just a lot of stuff. 

Colonel THomprson. Mr. Hardy, Mr. Gordon also testified as to his 
surprise and shock that General Motors got by accomplishing this 
production thing. 

Mr. Courtney. Don’t you think Mr. Gordon planned on being 
shocked ? 

Colonel THompson. He testified now that this is the way he feels, 
at this hearing. That is the situation as General Motors sees it, today, 

that they were surprised. 

Mr. Harpy. He also testified as to a little shock with respect to the 
knowledge that General Motors had on the previous negotiations with 
respect to the prices with subcontractors. 

Colonel THomrpson. Yes. 

Mr. Harpy. Certainly his people knew that. Apparently somebody 
in General Motors wasn’t keeping him as well informed as he should 
have been informed. If he is going to talk negotiations, maybe we 
should have had their negotiators here, instead of Mr. Gordon. 

Mr. Courrnry. The area of shock was also the area where the 
greatest profit lies; isn’t that right ? 

Colonel THomrson. We were surprised and shocked at the actual 
experience of this contractor. We would like to say that now. We 
don’t see how they accomplished reaching below the industry average 
on man-hours per pound when they set up in business as a new plant 
and where they only made 600 airplanes. Now, that is a phenomenal 
performance. 

We faced in the negotiation a problem of pricing it and we priced 
it at a figure of just about the industry. They just beat it. I think 
they did a good job, to do that. They earned their profit in doing it. 

Mr. Hiverv. They beat you, too. 

Mr. Harpy. I would like to add this, in further commendation of 
the General Motors operation, that they proved out their ability to 
perform to the extent that maybe we should have given them more 
contracts and some of these other people less. 

Colonel Thompson. You hit the nail on the head last week, Mr. 
Hardy, when you said, “When they got im stride they really went to 
town.” That is what they did. They got in stride right in this 
period. 

Mr. Harpy. I reckon they did, but my whole point is, they knew they 
were in stride a long time before you found it out. 

Colonel Tompson. Maybe. 

Mr. Courrnry. You don’t think their position in industry is acci- 
dental; do vou? 

Colonel THompson. No, sir; I do not. 

Mr. Courtney. I havea question, Mr. Saxton. 

Now, you had, of course, all of these gentlemen contributing to you, 
and when I ask the question of you I am not indicating by the « question 
that the wll responsibili ty was yours. But as we look at this picture 
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wand as it appeared at that time, you were very firm on the question, 
» far as your knowledge was concerned, of material, and you were 
gm on the question of labor-hours—the two factors. So the only 
glace we are slipping around and the place where the profit lies, or 
he greater profit could occur, would be an accelerated schedule where 
he burden would be reduced; isn’t that right ? 

Mr. Saxton. That is correct. 

Mr. Courrney. Now, Mr. Ambrose told us earlier here today that 
ie brought to the table the information, that on the experience of 
General Motors up to the time he came to the table, that he had com- 
puted or his unit had computed an overhead rate, a burden rate, or 
gverhead, as you call it, of 186 percent—185 ; which ? 

Mr. Ampross. I think it was 186. 

Mr. Courtney. 186, in March of 1955. 

Now, had you applied that rate, even forgetting the possibility of 
an accelerated schedule, you would have had a pricing in that sector or 
that segment of $25,000 in place of the $66,000 that you came up with. 

Mr. Saxton. Yes. 

Mr. Courtney. Now, I don’t care—I know you were negotiating to 
aprice. But, obviously, you formed a price not out of the thin air. 

Mr. Saxton. Yes, sir. 

Mr. Courrney. You formed it out of substance of some kind. 

Mr. Saxron. Yes. He very definitely came up with that figure to 
w. I think 

Mr. Courtney. What I want to know is this: With the knowledge 
that you had and knowing that you were looking into the face of a 
prospective decrease in burden by reason of a forecast accelerated 
program, with good performance going on at the time you were 
negotiating, why you didn’t continue to adhere to the 186 percent 
proven experience furnished you by your own auditor and come up 
with a figure of $52,000 in that sector against 66,500 which you place 
over on the other side. 

Now, that is substantially the difference between a fair and reason- 
able profit as you had originally planned the contract and what you 
finally paid. 

Now, why did you abandon the 186 percent ? 

Mr. Saxron. Well, the 186 perceent—— 

Mr. Courrney. You, I mean everybody. 

Mr. Saxton. Yes,thatis right. Well, Colonel Thompson has more 
mthis than I do. 

Mr. Heéserr. Colonel Thompson can’t have more on it. You were 
sitting there. 

Colonel THomrson. Mr. Chairman, I have been very curious about 
this matter. As the chief of pricing, this was the thing that first 
concerned me, was this input on the 186 percent, and I had to follow 
itthrough. 


Now, it turned out that the 186-percent figure is a continuing pro- 
duction figure without any relation to the phase-out of the airplane 
and the shutdown of the shop. On the basis of that, this figure be- 
tomes something entirely different. So the 186 percent, which was 
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the figure based on past experience, had no relation to the situation of 
this contract. When they found it out in negotiations, they could not 
use it. That is the entire answer. I have always accepted it. J 
think it is valid. I don’t see how—excuse me. Mr. Ambrose could 
testify to this same thing, but I felt like I could clear it up for you 
by telling you my ow n interest 

Mr. Courtney. It is just as clear as a bell to me, I will grant you 
that. 

Colonel Tuomrson. What is that, Mr. Courtney ? 

a Courtney. Go ahead. 

‘olonel Meprerry. Mr. Courtney, I think this 186 percent, was also 
bee on an entirely different labor figure. 

Colonel THompson. It was not pertinent to this particular situation, 
This is my own finding on a complete review of the thing. 

Mr. Héperr. Colonel 

Colonel THompson. Yes, sir. 

Mr. Hésert. They went into the proposition. They knew they were 
going to negotiate an accelerated program in that segment. 

Colonel Tuomrson. Who is “they,” Mr. Chairman ? 

Mr. Héprerr. I mean they, the Air Force, went in there knowing 
that they were negotiating an accelerated program. 

Colonel Tuomrson. Yes, sir; but 

Mr. Héeertr. Then, it would have to be taken into consideration of 
the phaseout on the accelerated scale. 

Colonel Tuoompson. Absolutely, Mr. Chairman. Iam in agreement 
with you. But the people who prepared these industry averages work 
in a shop who have data fed into them by contractors directly, sta- 
tistical data. Now, they produced the data with trend lines, and that 
comes to us without relation to any contract. In other words, any- 
body doing business with a particular contractor will pick up the trend 
lines on overhead and on labor and on labor utilization. 

So their trend lines had no relation to this acceleration or to the 
phase-out of this contract. And the 186 percent was not a figure 
that our negotiator could use. He had to go back to the General 
Motors accounting-system submission, which was based on a total 
dollar amount, and then find out what the rate was after he had 
negotiated reasonable dollars. That is the answer. This was a good 
contribution. 

Mr. Courtney. Let me ask you another question. 

Colonel THompson. And under normal circumstances would have 
been valid. 

Mr. Courrnry. Let me ask you another question: With an accel- 
erated program staring you in the face, you knew the burden was 
bound to be in a decreasing amount from any representations made to 
you, did you not ? 

Mr. Saxton. Oh, no. In an accelerated program, burden doesn't 
necessarily—— 

Mr. Courtney. Dollarwise, I am talking about. For every day 
that is gained, the burden then decreases, isn’t that right ? 

Mr. Saxton. You have more money ; yes? 

Mr. Courtney. Indollars. Forget about percentages. 
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Mr. Saxron. That is right. 

Mr. Courtney. But in dollars you know that? 

Mr. Saxton. That is right. 

Colonel THomrson. That is correct. 

Mr. Courtney. Now, your experience here indicated a burden of 
$2,400,000, I think yous said , per month. 

Mr. Saxton. Per year, that is what it avera Ages. 

Mr. Courtney. In the earlier phases of this s contract. 

Mr. Saxton. No. They were running $2 million a month 

Mr. Courrney. Iam sorry, in the first quarter of 1! J55. 

Mr. Saxton. Yes, that is right. 

Mr. Courtney. I think you just gave the figure there. 

Mr. Saxron. Yes. I can explam to you how I got that figure, I 
have it right here. I found it in my notes. In December—— 

Mr. Courtney. That is where we find it. 

Mr. Saxron. Oh, did you find the note? 

Mr. Courtney. Yes. 

Mr. Saxron. Then you know how I got it. The five million one 
inventory and two million four. 

Mr. Courtney. Yes. I will tell you exactly how we find it. We 
got everything that we have right here from your basket. 

Colonel THompson. I forgot to advise him of that. 

Mr. Heéserr. That is one thing they missed telling you over the 
weekend. 

Colonel THompson. Yes. 

Mr. Courtney. Let me see. 

Now, considering that burden in dollars of two million four and 
extending it over the entire segment, we come up with a figure of 
$14 million for the entire contract. 

Then, the place, so we can understand it, where the leakage oc- 
curred—let’s call it that—was on the matter of burden and to some 
little extent in the matter of general and administrative. 

Mr. Saxton. Yes, but they both figure the same way. 

Mr. Courtney. That is right, both figured the same way. 

Mr. Saxton. Yes. 

Mr. Courrnry. Now, let me ask you this. Do you think this was 
the appropriate type of contract, to have in a situation of this kind a 
contract with a 90-day—what do you call that? 

Colonel Mreprerry. Redetermination. 

Mr. Kun. Optional redetermination. 

Mr. Courtney. Optional redetermination, dealing with a contrac- 
tor of this kind, who is the sharpest in the business ? 

Do you think that was calculated to get the greatest return in dollars 
on unknown costs? 

Mr. Saxton. As long as I am no longer with the Air Force, I don’t 
think T should answer that. 

Mr. Courrnry. You answer it. 

Colonel THomrson. Mr. Courtney, when we decide or negotiate type 
of contracts, we always like to use a contract with a maximum amount 
of incentive to the contractor to reduce cost. 
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Now, as you know, the maximum incentive is present in a fixed 
price, all fixed over a period of 90 days or whatever forward period we 
can make, the longer the better. This brings out the contractor’s per- 
formance so that in any follow-on situation or any repricing that comes 
on later, we get the maximum benefit. 

In the case of this particular contract, where a contractor is phasing 
out on the third period, as General Thurman said, the efficiency of that 
contractor does not carry over to any continuing ‘produc tion and some 
sort of split between our income-tax split would have been nice. We 
also would have had to accept the risk of the split had we run into 
troubles on this contract. 

Now, itis a ripen of the validity of the 

Mr. Courrx You weren’t dealing with an inexperienced contrac- 
tor here, Colonel. 

Colonel Tuomrson. Absolutely not. 

Mr. Courrnery. So you can eliminate all his worries. I am sure 
none of these gentlemen lost any weight over the performance of this 
contract. 

Colonel THomprson. Mr. Courtney, General Motors is not an inexpe- 
rienced contractor, but this was the first airframe contract that General 
Motors had performed in a long time and they ran into a lot of prob- 
lems, as every new contractor, everyone who sets up in business to 
produce a brandnew item in a new plant, is going to have. 

Mr. Courtney. Those problems were pretty well resolved in March 
of 1955, before they arose. 

Colonel Thompson. Yes. We felt like we had a terrific price on this 
contract in March of 1955. We think that General Motors thought 
they had a tough price. We think they went home and somebody said 
“Get out of this price that you got.” And they went to town. And 
when General Motors or any of the big producers, of the quality they 
are, decide that they are liable to be in trouble if they don’t make a 
performance, we think they will go out and make one. 

Now, that is what we try to bring out. We want them to perform 
as well as they can. We would like to fix it so the price is at this time 
enough to make them do it. 

Mr. Courrney. That indicates to you, then, that you should havea 
tight rein in these negotiations? 

Colonel THompson. Yes, sir-—well, we do have a tight rein, Mr. 
Courtney, if I understand you correctly. 

Mr. Loorgsourrow. There is one more point in connection with this 
contract I think it is important to put in the record, too. 

When we negotiated this contract, we were contemplating many more 
airplanes than this and we were contemplating follow-on segments, 
and we would have had the benefit of what happened here for all future 
follow-on segments. This thing happened to dry up because the 
Korean situation dried up. 

Mr. Kuun. [had just one question, in response or directed to Colonel 
Thompson after this last response. That was: But there still was 
an indication in March of the performance of 85 planes per month. 
There is some indication looking to that. Maybe not deliveries or 
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seceptance by the Air Force, but certainly production at. that point, 
that General Motors had and possibly the Air Force had, is that not a 
fact ? 

Colonel THompson. We can’t say what General Motors had, Mr. 
Kuhn. We can say at the negotiation time we were current on these 
deliveries. Our plant representative came in where the deliveries 
figure up to the very day, practically. 

Now, that figure—I have forgotten what it was. 

Forty-nine was our information. Now, you ask 

Mr. Kunn. You are talking about deliveries. What about produc- 
tion ? 

Colonel THomrson. Well, I can’t answer for that. Deliveries is the 
figure we knew, and certainly production is akin to it. 

Colonel Mrprerry. The only thing I have tried to express, Mr. 
Kuhn, earlier, is that even if all of the components had been com- 
pleted—and I am sure that they weren’t—you still would have a time 
problem because you had to assemble them and squeeze them down that 
final assembly line that was geared for two plus per day. They just 
did—I don’t believe that we had a leakage, as you call it, Mr. Courtney. 
Ibelieve this contractor just did 

Mr. Courtney. I receded on “burden.” Now, if you have a nicer 
word for losing money than leakage 

Colonel THoomrson. That is your word, Mr. Courtney. 

Mr. Courtney. I will settle for it. 

Colonel THomrson. We believe this contractor did perform and 
thereby earned the profit that he got. 

Mr. Héeserr. Wasn’t this a different contract than the others, the 
other airframe manufacturers had ? 

Colonel THomrson. Yes, sir. The other airframe contractors have 
gradually been transferred from this type to the fixed price incentive 
formula types that we got into last year. It is a difference in degree 
actually of contractor share. 

However, this contract was the only contract and there was never 
any switch of type or any new contract put in there under the incentive 


type 
; Tn other words, it dates back to 1950. Since then we have converted 
airframe companies. 

Mr. Héverr. Well, at that particular time? 

Colonel THompson. Yes, sir. 

Mr. Héserr. In this  saghoerem period, wasn’t this still an unusual 


contract? It was not t 
facturers ? 

Colonel THomprson. Mr. Loofbourrow was in this business back then 
and before then. He knows the history of the switch over from this 
II-B, which is the form number we use, to the incentive. 

Mr. Héserr. All I want to know is: Wasn’t this an unusual con- 
tract in that period of time, a different contract than the others had? 

Mr. Loornourrow. We were phasing out at that time, Mr. Hébert, 
from the II-B contract, to the incentive contract. Some of the other 
airframe manufacturers were on that same type of contract at that 
time. ‘This happened to be right at this phasing when we started to 
bring the incentive contract—we were well on our way toward bring- 
ing the incentive contract into the airframe field. 


1e same contract enjoyed by the other manu- 
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Mr. Hésert. This was one of the first. 

Mr. Loorsourrow. So it was right at that change position that Gen- 
eral Motors got into the airplane business. 

Mr. Hészert. Now, since the General Motors had the benefit of this 
contract, has any other contract been let to any airframe manufacturer 
on this same basis? 

Mr. Loorsourrow. Yes, sir. We have fixed-price contracts with 
some manufacturers. 

Mr. Hésert. No, I mean contracts such as this contract. You say 
you were phasing out 

Mr. Loorsourrow. I don’t believe we have any more II-B 

General THurman. Mr. Chairman, may I just say one thing—may 
I, please ? 

Mr. Hépert. Certainly you may. 

General THurman. AndthenI shut up. This contract was written 
initially in December of 1950. 

Mr. Paar That is right. 

General Tuurman. That has some bearing on the question you are 
discussing. 

Mr. Loorzourrow. That is right. 

Colonel TuHompson. I think it does, too. 

Mr. Hészerr. That is what I want to find out. Since that time, 1950, 
has the same type contract been given to any other airframe manu- 
facturers ? 

Mr. Loorzsourrow. It has, yes, sir, but I don’t believe there has been 
in the last 2 years—I don’t believe a II-B contract has been negoti- 
ated in the airframe business. Now, there may be one somewhere to 
upset that, but basically, we do not have II-B contracts in the airframe 


business today. It is mostly incentive contracts. 
Mr. Hézerr. Well, yer would you give a contract like this if the 


incentive contract is the better contract for the Government? Why 
would you give any like this? 

Mr. Loorzourrow. This was, again, in this transitory period. We 
were still operating on both II-B contracts and on incentive contracts. 
It is—again, we had quite a time selling this incentive contract to the 
airframe industry. And we were in the process of selling to those 
people. We tried to talk various types of contracts to General Motors, 
Just as we did to everybody else. We weren’t as confident of the in- 
centive contract being the answer as we have been since. 

Mr. Héserr. You are pretty positive of it now; aren’t you? 

Mr. Loorsourrow. We are very confident that the incentive con- 
tract is a good answer to airframe contracting. 

Mr. Héserr. The time is getting late. We are going to have to 
recess, 

Mr. Kuun. Excuse me, Mr. Chairman. I was just going to suggest 
that, since Mr. Saxton is in private industry, if you do recess for an- 
other day in the week, if we could conclude with him today, it would 
be a great benefit to him, 

Mr. Courtney. Yes. 

Mr. Kunn. There was one question on this item of material that he 
wanted to clear up the record, in the face of the General Motors tes- 
timony on that; is that correct, Mr. Saxton? 

Mr. Saxton. That is right. I remember reading some confusion 
about it. I don’t remember whether it was General Motors—I think 


—~ 


ee ee ee ee ee. 





STUDY OF ATR FORCE CONTRACT AF 83 (038)—18503 2841 


they said it. But there was something over that allied material that 
J would like to clear up for you. 

Mr. Kunn. We would like to have that cleared up. 

Mr. Heénerr. Yes. 

Mr. Kuun. I believe they came in, in their initial proposal, with 
allied material at 

Mr. Saxton. $56,985. 

Mr. Kuun. And you came in on your prenegotiation concept at 
$47,766 ? 

Mr. Saxton. $47,766. 

Mr. Kuuwn. Allright. Then I believe part of this had been audited. 
The other 6 affiliates had $11,711? 

Mr. Saxton. Yes. 

Mr. Kuun. So that was not in question ? 

Mr. Saxton. No question. 

Mr. Kunn. That left a balance of some $36,000-—— 

Mr. Saxton. My figure. 

Mr. Kunn. That 

Mr. Saxton. Of our figure. 

Mr. Kun. In your figure that was in issue. And their figure 
would have been $45,274? 

Mr. Saxton. Yes. 

Mr. Kuuwn. Then, of course, there was discussion concerning that 
item ? 

Mr. Saxton. Well, that item right there works right in with what 
Mr. Hardy was saying about them having information that they didn’t 
disclose to us. 

Mr. Hépert. One thing I would like to clean up. 

Mr. Kuun. After lunch? 

Mr. Hépert. We can’t. 

Mr. Kuun. Let’s do it now. 

Mr. Héeert. All right. 

Mr. Saxton. On that contract, that was, as I recall, with Fisher 
Body 

Mr. Hésert. That is right. 

Mr. Saxton. They said the price that they were going to have to 
pay for these 300 airplanes was $45,000. We had conducted an audit 
and they had a II-B type contract with Fisher. The contract terms 
said to cut the costs off October 31. And they did. They cut their 
costs off as of October 31, and submitted a price based on the costs then. 
And our auditor up there asked to see the costs after that, and they 
said, “No; the contract says cut them off October 31 and that is all 
there is to it; you don’t look at them.” 

Well, he did happen to see the costs after that, to get some trends. 

So when they came in, he mentioned this to me, that they wouldn’t 
let him look at their current costs. So we asked them about it and 
they said no, we weren’t entitled to them. And they even run their 
attorney on me and he quoted to me from the contract. I quoted him 
back, from practices, that we were going to see them or else the 
price—and I think mentioned first a figure of $36,000. That was so 
ridiculously low that then they came in with their figures, and then 

made them certify that those were correct. That is how we got 
that price down, but we had to force it. 
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Mr. Kuun. Was there any interim between the time they quoted 
a price of $45,000 and the time that they produced their priced bill 
of material sustaining $40,274 ¢ 

Mr. Saxton. Well, they proposed the $45,000 the first day and it 
was in their propnsal then. We got right into that the very first 
thing. Because I thought it was the place to start to try——— 

Mr. Kunn. When did they produce their priced bill of material? 

Mr. Saxton. Oh, as I recall, it was the second day they came out 
with that. They figured it up the night before. 

Mr. Hésert. They came up with $40,000; didn’t they ? 

Mr. Saxton. Yes; it was $40,274, as I recall it. 

Mr. Héserr. Do I understand the situation as being this, that 
General Motors claimed $45,000 per unit ? 

Mr. Saxton. Based on their costs through October. 

Mr. Héserr. Based on the costs through a complete extension of the 
contract ¢ 

Mr. Saxton. Right. 

Mr. Héserr. They came into the negotiating meeting and tried to 
sustain the $45,000 ? 

Mr. Saxton. Yes. 

Mr. Héserr. You, with difficulty, succeeded in having them produce 
invoices which only showed $40,000 ? 

Mr. Saxton. Yes. 

Mr. Hépvert. Which was the actual cost to them ? 

Mr. Saxton. That is correct. 

Mr. Hésert. Is that right ? 

Mr. Saxton. Exactly right. 

Mr. Heéeverr. And it was known to them to be their actual cost! 

Mr. Saxton. I would say I think so. I don’t know how they 
would keep from knowing. 

Mr. Héserr. I am not asking you to testify. It would have to 
be assumed that they would know that? 

Mr. Saxton. Yes. 

Mr. Hépert. Because it was allied. Then, when you insisted, they 
brought out the contract and said, “Now, we don’t have to give you 
these figures.” Then they brought in the law, as you say? 

Mr. Saxton. Yes. 

Mr. Héeert. Then the natural conclusion here—here is one discus- 
sion on one segment where General Motors knew that this price they 
were quoting to you was $5,000 high, per unit, on the invoice, and 
relied on the strict interpretation of the contract to sustain that 
figure ? 

Mr. Saxton. That is correct. 

Mr. Héserr. That is where I made the remark the other day they 
are staying within the law, but they are demanding their pound of 
flesh in that law. 

Mr. Saxron. Yes. It was only with extreme difficulty that we 
wrung those actuals out of them. 

Mr. Hépert. So there is an example where General Motors knew 
they were giving you an inaccurate figure and insisting on it and 
relying on the legality and the strict terms of the contract. 

Mr. Saxton. Yes. As I recall it 
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Mr. Courtney. The legality was simply this: That you couldn’t 
have access to their books? 

Mr. Saxton. I think the contract—I am no attorney, but I think 
the contract reads _ submit your costs as of that date.” They inter- 
preted it to mean “you don't see any after that.” 

Mr. Kuun. For auditing purposes, but not for pricing purposes? 

Mr. Saxron. Yes; for pricing, as far as the Air Force is concerned. 

Mr. Héverr. That is right. And insisting on that, they knowing— 
J am assuming they knew, because I admit they are quite efficient— 
they knew that the 90-day period would run out and there would be 
no recourse on the actual costs on the part of the Government? 

Mr. Saxton. That is correct, I suppose; I don’t know. 

Mr. Héperr. Again, the thing I want to emphasize—Mr. Gordon 
and General Motors make much of that—that if this wasn’t wasn’t 
a fair and reasonable price the Air Force could have protested or 
asked for a redetermination within 90 days, when actually they 
delivered the planes 30 days before the 90 days. 

(Mr. Saxton nods. ) 

Mr. Hénerr. And the Air Force could not have, under any cir- 
cumstances, relied on that request for a redetermination. 

(Mr. Saxton nods. ) 

Mr. Heserr. If that isn’t pretty sharp trading, I would like to use 
the word I really want to use for that kind of business. 

Mr. Saxton. As I recall, at that time, when they insisted on using 
$45,000, 1 took my papers and I said, “We might as well stop negotia- 
tion here. Either you let us see them or that is it.” It was just with 
extreme difficulty that we got that figure out of them. 

Mr. Héserr. What did you finally get ? 

Mr. Saxron. We got $40,274. And it appears now—lI don’t see 
the actuals. 

Mr. Héserr. What was the actuals? 

Mr. Saxton. It was just about correct for those. 

Mr. Kuun. Actually $38 over. 

Mr. Hieerr. I can’t emphasize too much the conduct of General 
Motors in this particular negotiation, or the type of conduct or the 
type of approach they made at the table, when they knew that they 
had to present the most accurate figures in their possession in order to 
renegotiate this contract, and obviously here they deliberately did 
not and refused to show the correct figures. They knew they were 
$5,000 over what - actually cost. Now, if that is a conscientious and 
honest approach, I don’t know the meaning of either word. 

Now, let me ask you one other question now. I want to get you out 
of here tod: ay, if I can. You approached this on a basis of 8 percent 
profit, didn’t you ? 

Mr. Saxton. Yes; an intended profit of 8 percent. 

Mr. Hésert. Did General Motors give you any indication that they 
did not know you were approaching it on that basis? 

Mr. Saxron. No. They knew the profit rate was 8 percent. I 
think the contract calls it out. 


Mr. Hiéserr. They knew it was 8 percent ? 
(Mr. Saxton nods.) 
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Mr. Hészerr. They knew that was the approach. 

Mr. Courtney, The pricing factor. 

Mr. Héserr. Yes, in the pricing. 

Colonel Tuomrson. The contract does not have a profit rate, Mr, 
Chairman. 

Mr. Hézertr. So when they came before the committee and made a 
statement they never contemplated an 8 percent profit as an ap. 
proach; that is an erroneous statement again, or that is not the cor. 
rect statement. 

Mr. Saxton. Well, the 8 percent was fixed, as far as I was con- 
cerned. But where did I get it? [Addressing Colonel Thompson.] 

Mr. Loorsovurrow. That was not in the contract. 

Mr. Héverr. No; it is not in the contract. It is in the notes some- 
where. 

Colonel THompson. Excuse me. It is in the report of the General 
Accounting Office. If I can find it—— 

Mr. Courrney. No. It is in the report, in the notes which you 
have, Mr. Chairman. 

Mr. Hésrrr. It is in Mr. Saxton’s own notes, on the minutes. 

Mr. Saxton. Yes. I am talking about the last thing I commented 
on. 

Mr. Courtney. Yes. I presume it must have been you. 

Mr. Saxton. Oh, at the time this contract was placed. That was 
1950. 

Mr. Courtney. Yes. That was your pricing factor. 

Colonel Tuompson. May I comment on this? In the General Ac- 
counting Office report, page 39, there is a copy of a letter from the 
General Motors Corp. to General Smith recognizing certain agree- 
ments, and in that, in about—I could read excerpts from it. 

Mr. Héserr. But they rely on a rather vague sentence of General 
Smith’s letter. 

Colonel THomrson. Yes—I don’t know about what they relied 
on. 

Mr. Hésert. They did in the testimony of Mr. Gordon: They 
quoted from that, Colonel. 

Colonel THompson. Yes, sir. 

Mr. Héserr. They relied on that statement, which didn’t impress me 
a bit. 

Colonel THompson. Well, that is where you got the 8 percent 
figure 

Mr. Saxton. Yes. 

Colonel Tuompson. As being a going-in bid price from them. When 
we calculated cost, we more or less automatically add in an 8 percent 
figure, in order to find an objective to negotiate on. That is how we 
use the 8 percent. 

Mr. Hévert. That iscorrect. Certainly you understood at the nego- 
tiating table, Mr. Saxton, that they knew what you were talking 
about ? 

Mr. Saxton. Yes; they knew definitely. 

Mr. Hépert. So any testimony to the contrary is not accurate. We 
will find a lot of inaccuracies on the part of the General Motors preset- 
tation, if we just have the time to break it all down. 

Now, were you present at all three segments? 
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I mean, were you in charge of all three, or just the second? 

Mr. Saxton. Just the second. Mr. Loofbourrow had the 71st and 
the 228th. 

Mr. Heperr. The reason I asked that is because we want to get into 
4 phase which was injected into it, and I am trying to excuse you 
now, your presence here. So you will be able to talk to that? 

Mr. Loorsourrow. Yes, sir. 

Mr. Hésert. Because Mr. Hardy, in particular, had some questions 
to ask on that segment. 

Mr. Courtney. That is the $1,700,000? 

Mr. Hésert. That is the $1,700,000. 

Mr. Loorrourrow. Yes, sir; I can talk on that. 

Mr. Héperr. Is there anything else you want to say, Mr. Saxton? 

Mr. Saxton. I think not. Thank you for allowing me to explain 
what a complicated job this is. 

Mr. Hépert. We know it is a complicated job. As a matter of fact, 
weren't you negotiating with one hand tied behind your back? 

Mr. Saxton. In what respect, sir ? 

Mr. Hésert. In this respect: When they came to the final figure. 
And I think the word used as to General Motors was “adamant.’ 

Mr. Saxton. They were rough. 

Mr. Héserr. They were adamant. You either had to take that 
$171,000 or take nothing ? 

Mr. Saxton. Oh, no; $271,165 was our figure. They had a figure— 
they finally gave us a final offer of, as I recall, around $278,000, and 
we wouldn’t budge from $271,000. It came right up to 5 o’clock on a 
Friday afternoon. We were sitting there looking at each other, and 


they finally said, “Well, if we are not going to do any better, we will 
take it.” 
Mr. Héperr. They could well afford tng you that, knowing what 


they knew and the cushion they had in the bag. They could bounce 
back very easy. So anything—at that stage of the game General 
Motors was in the position of making a fast buck, no matter what the 
outcome was, because they were really loaded when they went in. 

(Mr. Saxton nods.) 

Mr. Hézert. Now, how did you get the $271,000? Is that based on 
your 8-percent contemplated profit ? 

Mr. Saxton. Yes; that includes an 8-percent-profit factor. 

Mr. Héserr. I am glad you cleared that particular thing up. 

Mr. Saxton. Yes, sir. 

Mr. Heéserr. The actual profit then comes in from burden? 

Mr. Saxton. Yes. The burden is where they made it. 

Mr. Hésert. This average; which we call the overage comes in that 
area ? 

Mr. Saxton. Yes. 

Colonel TuHompson. Mr. Chairman, the other day Mr. Hardy ex- 
pressed an interest in the breakdown of the Air Force figures, you 
remember. 7 

Mr. Héserr. Yes. 

Colonel Tompson. You didn’t have them to offer. Mr. Saxton 
furnished the Air Force final breakdown, which is on that chart. 

Mr. Héserr. I haven’t asked that. 

Mr. Saxton, were those penciled figures your figures ? 
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Colonel THompson. He knows nothing about those. They were 
not his. 

Mr. Héserr. They were not. But somebody of the Air Force pen- 
ciled that in. 

Colonel THompson. That is right. Someone else in the negotiation, 
But we don’t know who. We have no idea what the figures are, and 
we just can assume that they were in one of the copies that we have 
printed for you. So itis probably an Air Force man. 

Mr. Courtney. Let’s see if we can’t clear it up here. The penciled 
figures that appear on the photostatic copy of the pricing proposal 
taken from Air Force files shows a column of figures in pencil, the 
same as the column marked “AF,” starting with $143,558, and w inding 
up with a sales price of $262,090. 

The only question is 

Mr. Saxton. Oh, that was 

Mr. eerene Did anyone 

Mr. Saxton. These are rough notes of mine, in here. That is from 
this sheet : 

Colonel Tuompson. Mr. Courtney, may I try to straighten you out 
on this? Those figures are the same as Mr. Saxton’s. They come 
down to the answer of $242,667 for costs in both instances. So regard- 
less of who put the figures on there, they are about the same as Sax- 
ton’s. W e have no compl: Lint. 

But in the pitch he made for us, in price he pitched $260,000, whereas 
over here it showed $262,000, with just a straight 8 percent -alculation. 
He pitched a price. And I "don’t know why he didn’t figure 8, but it 
doesn’t make much difference. 

Mr. Hésertr. The error of judgment occurred in not applying the 
accelerated figure ; is that correct ¢ 

Colonel Tuomrson. The accelerated production ? 

Mr. Saxton. That is where they made their profit. They finished 
a lot quicker than what we had in our price, what our price tells us. 

Mr. Hepsert. Why didn’t you press that figure a little bit more? 

Mr. Saxton. We were figuring that they would finish in June. I 
had no idea, and I don’t think anyone else did, that they would ever 
finish in May. And my best information was that the last airplane 
would probably be Air Force-delivered on July 8. That is in my 
notes here, I see. And I took their full ov erheads up through June. 

Mr. Héserr. It amounted to what; about $2 million a month? 

Mr. Saxton. Yes, $2,400,000—$2,100,000. Ov er $2 million a month. 

sut they just—as that last airplane went down the line, they must have 
just cleared that plant of machinery and workers, both. It must be 
what they did. 

Mr. Héserr. One comment I have to make on General Motors. We 
used to have a very famous mayor of New Orleans who was a pretty 
good trader, and his expression was, “He would cut your toenails out 
without taking your shoes off. It looks like General Motors can take 
a cue from that 

Mr. CourTNEY. That is all. 

Mr. Hépert. That is all. We will have—there is a full committee 
meeting tomorrow. The committee can’t meet. We will have to 
recess until Wednesday morning at 10 o’clock. 


Thank you, Mr. Saxton, for your cooperation to the committee. 
Mr. Saxton. Yes. 
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General THurman. Mr. Chairman, do you wish these people back? 

Mr. Courtney. I don’t think so. 

Mr. Héperr. I don’t think so. I think this gentleman here—I want 
to talk to the man who knows about the $1,700,000. 

Mr. Loorzsovrrow. All right, sir. 

General THurman. All right, sir. 

Mr. Hévert. You are the one. 

Mr. Courtney. Mr. Loofbourrow. 

General Tuurman. The Congress has cut our money and we are 
trying to save costs. 

Mr. Heperr. We recognize that. We are in the same boat, too, 
General. We are trying to save costs, too. 

I don’t want to cut you off. At the proper time I want to give you a 
clear field to run. You have the ball. Do you want to make a fur- 
ther presentation on Wednesday ? 

General THurman. As of now, no, sir. 

Mr. Héserr. As of now, no. Then 

Mr. Courtney. We are going to only talk about the $1,700,000. 

Mr. Hésert. We are only going to talk about the $1,700,000. 

Mr. Courtney. The first two segments. 

Mr. Héverr. You will be back Wednesday, General Thurman? 

General THurRMAN. Yes, sir. 

Mr. Hésert. Then I will talk to you about your statement. Thank 

ou very much. 

General TuHurMANn. May we bring in Mr. Loofbourrow and Colonel 
Thompson and let the rest of them go back ? 

Mr. Hépverr. Certainly. They have seen enough of Washington. 

(Whereupon, at 12:35 p. m., Monday, August 19, 1957, the subcom- 
mittee adjourned to Wednesday, August 21, 1957.) 
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WEDNESDAY, AUGUST 21, 1957 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., the Honorable F. Edward 
Hébert, chairman of the subcommittee, presiding, with the following 
members present: Mr. Hess, Mr. Brooks, Mr. Gavin, Mr. Cunning- 
ham, Mr. Bates, Mr. Hardy, and Mr. Osmers. 

Mr. Hésert. The committee will be in order. 

Mr. Courtnry. Mr. Chairman, I would like to introduce for the 
record a transmittal officially received by the committee from the 
Comptroller General, transmitting letter No. B-131543, to which is 
attached a letter received from the Assistant Secretary of the Air 
Force dated August 2, 1957, and a memorandum referred to in the 
Secretary’s letter, without reading them at this time. 

There will be references made to them during the course of the in- 
quiry, Mr. Chairman. But they will be read in the course of the 
proceedings. 

Mr. Hésertr. Without objection. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., August 20, 1957. 
Re B-131543. 
Hon. F. Epwarp HEBERT, 
Chairman, Subcommittee for Special Investigations, 
Committee on Armed Services, House of Representatives. 


Dear Mr. CHAIRMAN: Attached is a copy of a letter dated August 2, 1957, 
from Mr. Dudley C. Sharp, Assistant Secretary of the Air Force. This is in 
reply to our letter of July 8, 1957, to the Secretary of the Air Force, which was 
attached as appendix D to our report on review of contract AI’ 33(0388)-—18503 
with General Motors Corp., Buick-Oldsmobile-Pontiac assembly division, Kansas 
City, Kans., transmitted to you on July 19, 1957. 

The Air Force is obtaining additional information on this matter and when 
tis received we will advise you promptly as to our decision on the further 
action to be taken in this case. 


Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


DEPARTMENT OF THE ATR FORCE, 
OFFICE OF THE SECRETARY, 
Washington, D. C., August 2, 1957. 
The honorable the ComprroLLER GENERAL OF THE UNITED STATES. 
Deak Mr. CoMPTROLLER GENERAL: I refer to your letter of July 8, 1957, 
B-131543, in respect to contract AF 33(038)-18503 with General Motors Corp., 
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Buick-Oldsmobile-Pontiae assembly division, Kansas City, Kauns., in regard to 
your finding of the known reductions in the subcontract prices which were not 
recognized by the contractor in its price proposal for the second segment of air. 
planes to be produced under the contract. The following is submitted in regard 
to each of the six numbered paragraphs respectively of your letter. 

1, Although no formal minutes were recorded for the meeting on September 
26, 1956, between Brig. Gen. W. T. Thurman and Mr. R. C. Mark, a résumé of 
such meeting was prepared as a memorandum for the file, copy of which is 
attached hereto. The explanation of the footnote to such memorandum is ag 
follows: Subsequent to the aforementioned meeting, it was disclosed that ay 
Air Force analyst had included in a detailed record of the negotiation meeting, 
information indicating that the negotiators had specifically questioned Genera] 
Motors Corp. representatives concerning the possibility of price changes on out 
side material. At that time, the General Motors representatives advised the 
Air Force negotiators that there was no possibility of revision for the 228 air. 
planes that were being firmly priced. 

2. The first attempt to have General Motors Corp. consider a refund wag 
based on the internal policy of General Motors Corp. with respect to the refund 
of profits greater than anticipated, as reported to the Air Force by the Genera] 
Accounting Office. The application for the refund was made by the Aircraft 
Division, Headquarters, Air Materiel Command, by letter dated June 14, 1956, 
to General Motors Corp. In reply thereto, General Motors Corp. refused to make 
any refund. The second attempt to obtain a refund was made by Brig. Gen 
W. T. Thurman in the September 26, 1956, meeting on the basis that the draft 
General Accounting Office report implied bad faith. This was followed up by 
telephone as indicated in the memorandum for the file. General Motors Corp, 
in letter dated October 25, 1956, refused to make any refund to the Air Force 
under this contract. Air Materiel Command had considered the possibility of 
demanding a revision in price on a contractual basis, and had concluded that 
there is presently no possibility of recovery from General Motors Corp. under 
the contract. In view of its knowledge that your office was considering the 
possibility of recovery on some other legal theory, AMC did not further pursue 
the matter after that date with the contractor. 

8. No action was taken by the Air Force subsequent to the receipt of General 
Motors Corp. letter of October 25, 1956. 

4. A diligent inquiry has been accomplished but no evidence has been disclosed 
that any Air Force personnel had knowledge at the time you inquire about that 
General Motors had commitments from suppliers for parts to be used for planes 
in the second segment at prices lower than those listed as estimated material cost 
in its proposal. In this connection, Air Materiel Command has requested General 
Motors Corp., to furnish the dates when changes to purchase orders, involved in 
the $1,700,000 price decrease, were approved by the Air Force, or were furnished 
to Air Force personnel. 

5. We have not been able to ascertain the precise dates when the Air Force 
first learned that General Motors had commitments from its suppliers at prices 
lower than those listed for the variousitems. In accordance with a quite common 
practice, the purchase orders, which would indicate any revision of prices, after 
approval by the Air Force were returned to the contractor and copies were not 
retained. We have, as stated above, requested the contractor to search its files 
of the orders for the approval dates, and it has indicated that the information 
will be available shortly. 

6. The Air Force did, in fact, construe the contractor’s listing of costs for 
outside procured materials as being applicable to all planes of the second segment, 
and to a considerable degree, there was reliance upon the contractor’s statement 
that the listed prices were firm and supported by purchase orders. In this con- 
nection, the contractor was questioned specifically during the negotiations, and 
the contractor indicated at that time that there would be no redeterminations of 
price on items going into the next 228 planes. 

We will be glad to furnish you with any additional information you may 
desire. 

Sincerely yours, 


Dubey C. SHARP, 
Assistant Secretary of the Air Force. 
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JANUARY 3, 1957. 
MEMORANDUM FOR THE FILE 


Subject: Meeting between Mr. R. C. Mark, General Motors Corp., and Gen. W. T. 
Thurman on September 26, 1956. 

1. General Thurman and Mr. Mark, General Motors Corp., had a discussion 
on the above date, subject of which was the GAO report on General Motors 
Kansas City F-84F production. Mr. Oldani, of General Motors’ legal depart- 
ment, and Mr. Loofbourrow, MCPPB, were present at the meeting. 

2. General Thurman reviewed the criticism that had been leveled at GMC in 
the GAO report and the allegations from that report that General Motors had 
withheld certain information regarding material costs from Air Force nego- 
tiators at the time of redetermination. He further questioned GMC on the 
statement in their price proposal, “The unit prices shown for material pur- 
chased from outside suppliers are firm and are supported by purchase orders.” 

3. Mr. Mark recognized that this statement could be misleading but that there 
had been no such intent on the part of GMC. He further stated that their many 
references to “estimated material cost” in the same document indicated that 
all figures were GMC estimates of probable cost. In view of the fact that 
Government personnel made a detailed review and audit of material estimates 
as well as all other elements of cost, there should be no supposition that Gov- 
erment personnel considered GMC estimates to be firm prices. He further 
pointed out that a total price and not elements of price was negotiated and that 
there is no likelihood that General Motors would have negotiated a lower price 
than that settled upon. He added that General Motors’ profits for the year in 
question had been reviewed by the Renegotiation Board and any excess profits 
had been eliminated by that Board. 

4. Upon insistence of General Thurman that the situation be reviewed by 
General Motors in view of Air Force belief that a voluntary refund of $1,700,000 
might be in order, Mr. Mark agreed that that would be done. 

B. D. LoorsourRow, 
Deputy Chief, Pricing Staff Division, and Deputy Director/Procurement. 

Notr.—Approximately 10 days subsequent to the above meeting, General 
Thurman again discussed with Mr. Mark, by telephone, certain details from the 
analyst’s notes on the questioned negotiation conference. 

Mr. Héserr. Mr. Courtney, call the witness. 

Mr. Courtney. Mr. Loofbourrow, I believe, and anybody that you 
have with you, Mr. Loofbourrow, on the first and second segment. 

General TuurmMan. Do you want me? 

Mr. Courtney. Yes, General, you can sit up here; yes. Mr. Rich- 
mond at the end, Mr. Goebel, and Mr.— 

General THurman. W. H. Cleland. 

Mr. Courtney. W. H. Cleland. And your official capacity ? 

Mr. Crieianp. I was the resident auditor during the issuance of 
this report on General Motors. 

Mr. Courtney. Resident auditor during the issuance of this re- 
port ? 

Mr. CLELAND. Yes, sir. 

Mr. Courtney. For whom—whom were you representing ? 

Mr. CLeLtanp. The Auditor General. 

Mr. Courrnry. Of the Air Force? 

Mr. Cietanp. Of the Air Force; yes, sir. 

Mr. Courtney. Were you a resident at the Kansas City plant? 

Mr. CLELAND. Yes, sir. 

Mr. Courtney. During all the time that we have discussed in rela- 
tion to this contract ? 

Mr. CLeLanp. On the first segment. 

Mr. Courtney. On the first segment only. 
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Mr. Crevanp. Yes, sir. I issued the original audit report on the 
first segment of the contract. 

Mr. Hénrrr. You have e any questions, Mr. Courtney ? 

(Mr. Courtney aside.) 

Mr. Héperr. You don’t have any questions now ? 

Mr. Courtney. Not at this time. 

Mr. Héprrt. Mr. Hardy? 

General Tuurman. Sir, may I make a request ? 

Mr. Héserr. Yes, General. 

General TuHurman. In view of the fact that the negotiators run 
these price negotiations, would it be appropriate to ask that Loof- 
bourrow’s qualifications be included in the record of this hearing? 

Mr. Hézerr. It can be. I think it was included in a prior hearing. 
However, we will be glad to hear his qualifications now. 

Mr. Courtney. That is the same qualifications that were expressed 
in the airframe inquiry. 

General Tourman. Yes, sir. 

Mr. Héserr. Yes, you may express it again. 

Mr. Loorsourrow. I have been with the Air Force since 1942. I 
came in originally as a price analyst. I served in that capacity for 
perhaps a couple of years, then became a price analyst whose primary 
— were to negotiate prices in airframe and other types of con- 

racts. The greater portion of my time has been devoted to the nego- 
Galtng of prices on airframe contracts in that 10 years. 

The last 3 years I have been in the pricing staff division at AMC. 
The responsibility there is developing policy. on pricing and contract 
usage, surveillance of the usage throughout the command, or world- 
wide is the way we express it, and the training of personnel indirectly. 
Weassist in de ‘velopment of the courses for training. 

Prior to my service with the Air Force, for a period of 10 or 11 years 
I was in the tabulating-machine business with Remington Rand, had 
3 years as a sales representative in Cleveland. Then that was followed 
by 8 years as the branch manager of the tabulating division in Min- 
neapolis and St. Paul. 

The work that I did in the tabulating business was that of searching 
out in various businesses the accounting, costing, and management 
problems, conceiving and developing a solution to those problems and 
then installing a method that provided the control that the manufac- 
turer, railroad, or whatever company it was might need. 

Prior to that time I was secretary-treasurer of National Manifold- 
ing Co. in Dayton, Ohio. My duties were varied, over a period of 3 
or 4 years, sales manager, production manager, and chief accounting 
officer in that company. 

Prior to that I had been with—well, after my graduation from Ohio 
State University in 1920 I went with the Reynolds & Reynolds Co. in 
Dayton, a printing and lithographing company that did a national 
business. I served there as chief estimator, salesman, and assistant 
sales manager. 

That covers it, I think. 

Mr. Hiéperr. Mr. Hardy. 

Mr. Harpy. Mr. Loofbourrow, you were the principal negotiator 
on the second segment having to do with 228 planes; is that right ? 

Mr. Loorsourrow. Yes, sir. 
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Mr. Harpy. I wanted to explore with you a little bit this $1,700,000 
of alleged overpricing of materials which has been referred to by the 
General Accounting Office and which we discussed some with Mr. 
Gordon of General Motors. I believe he was present at that time. 

Mr. Loornourrow. Yes, sir, I understand. 

Mr. Harpy. This $1,700,000 was made up of a number of items. 
Did you review the analysis of that $1,700,000 that the General Ac- 
counting Office made ? 

Mr. Loorsourrow. I reviewed such analysis as they presented, sir. 
The complete detail on that, as you know, was not incorporated in 
their report. 

I think they selected—wasn’t it $170,000 that they really talked 
about and the complete detail of the $1,700,000 was not available. 

Mr. Harpy. Well, you are familiar with the specific item that they 
used as an example. 

Mr. Loorsovurrow. Yes, sir. 

Mr. Harpy. The fairing assembly. 

Mr. Loorzsourrow. Yes, sir, l am familiar with that. 

Mr. Harpy. At the time of your negotiations—-now, that was one 
of the biggest single items in this list of materials, as I recall it. 

Mr. Loorznovrrow. It apparently was. 

Mr. Harpy. And the $177,000 that was involved in the alleged over- 
pricing of that was actually only half of the amount, isn’t that correct, 
because this particular item referred to one fairing assembly when 
actually there are two used. I believe this one referred to the right 
one. Is the same one used on the left also? 

Mr. Loorzsourrow. I have forgotten the detail of that. I didn’t 
connect it up in that way. I only looked at it at $177,000. Well, it 
doesn’t matter. 

Mr. Harpy. Well, I think the fact will show that with respect to 
this one item—— 

Mr. Loorsourrow. Could be. 

Mr. Harpy. The total amount of alleged overcharge is $354,000. 

Now, what knowledge did you have at the time of the negotiations 
that General Motors had a contract for a better price than that which 
was given ? 

Mr. Loorsourrow. I had no knowledge of that. 

Mr. Harpy. You had before you an estimated price, an itemized 
breakdown, which showed as a forward pricing figure for the 228, the 
segment we are now talking about, of $1,507.22, I believe it is. And 
on that same sheet was a second figure for the next 300. 

Mr. Loorsourrow. Right, yes, sir. 

Mr. Harpy. At $399.50. Did that raise in your mind any ques- 
tion as to why—wouldn’t any of that lower price be applicable to the 
second segment ¢ 

Mr. Loorsourrow. No, sir, that didn’t raise a question. 

Mr. Haroy. Now why? Did you assume that if General Motors 
could get a price for the next 300 at $399.50, none of their lower price 
would be applicable to the current negotiation ? 

Mr. Loorzovurrow. That didn’t raise a question for a lot of reasons 
besides this price comparison. 

Mr. Harpy. I wish you would explain to the committee why it 
(lidn’t, because I think it might be helpful in trying to resolve this. 
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Mr. Loorzourrow. I think that gets into this whole problen, iy 
that we were, as a team, basically rely ing on the work that we had dong 
thus far with General Motors, and as we have expressed we were rely. 
ing on their indication that the prices they were quoting us were firy 
prices. 

Mr. H. ARDY. What did you understand them to mean when they said 
that these prices were firm and supported by invoices 

Mr. Loorzovrrow. Well, we obviously under stood that the Prices 
applied to 228 airplanes. That was our understanding of the mean. 
ing of the firm statement. 

Mr. Harpy. Is it your understanding that an estimate is supposed 
to be as accurate as it can be made by both parties to the negotiations! 

Mr. Loor BourRow. Certainly it is a basic understanding of negotia- 
tion, yes, sir. 

Mr. Harpy. When there is an actual price, an actual cost available, 
is there any justification for any figure different than that, unless you 
can anticipate a reduction in pr ice? 

Mr. Loorrovurrow. There could be justification for some modifica. 
tion of an existing price, and frequently we run into that in negotia- 
tions. Someone will quote us a net price on something. That is : what 
he is going to pay if something doesn’t happen. 

We have no objection to considering the possibility of an increase or 
decrease—and I am speaking of increase intentionally higher. Ifa 
' contractor has a price that he thinks may be ine reased_ and has a good 
story to support that, we have no objection to arriving at a fair price 
on his product, based on the probabilities of something happening 
other than the known facts as of today. 

Mr. Harpy. But you understood, then, that the itemization break- 
down was the best estimate that General Motors could give you, and 
was actually, insofar as they had actual prices. 

Mr. Loorsourrow. That was my understanding. That was my con- 
cept of this thing. 

Mr. Harpy. Now did you discuss with them whether or not they 
had done any negotiation to bring about reductions or whether any 
negotiations were in progress ? 

Mr. Loorsourrow. With our own people that was discussed. Be. 
cause, you see, the field people—I am talking of the administrative 
contracting officer, the cost analyst, and the plant representative— 
are the people who are on the ground and work through details of that 
kind. Obviously, such det ails are not brought into the negotiating 
table because they wouldn’t have anything to work with if they di 
bring them in. 

And our people did assure me, and properly so, that the redeter- 
minations applying to this 228 had been completed. Let me check. 
That is correct, that the 228—that the redetermination had been 
completed ? 

Mr. Goren. That is correct. 

Mr. Harpy. What do you mean by the “redetermination”? 

Mr. Loorrourrow. Redeterminations between the prime contractor 
and his subcontractors. These numbers that are in question in this 
$1,700,000, you see? 

Mr. Harpy. All right. 

Do I understand, then, that your associates assured you that revi- 
sions in those redeterminations with the subcontractors had been 
accounted for in the estimates ¢ 
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Mr. Loorsourrow. That isn’t what I said, sir. 

Mr. Harpy. I know it isn’t. That is what I asked you. 

Mr. Loorsourrow. Oh. No; they did not give me that assurance 
that they had been included in the estimates. 

Mr. Harpy. What did they assure you about that? You want the 
committee to understand that your people that were associated with 
you had made a determination that General Motors had concluded 
its redeterminations with subcontractors but had not adjusted its 
itemization to conform. Is that your testimony ? 

Mr. Loorsourrow. No, sir. 

Mr. Harpy. Well, then, what—— 

Mr. Loorgzourrow. They did not say they had not adjusted. 

You see, they had been working with the General Motors figures 
through an audit process, through a review process, and they knew 
that up to this day the system which had been approved by audit and 
had been used by the contractor—they knew the system was working. 
And they knew that if that system which was agreed upon continued to 
work, that the total value of this material we are talking about would 
be a value that we assumed it to be; that is, namely, prices on the 
basis of what they were going to incur in connection with this. 

Mr. Harpy. Well, now, it is hard for me to understand how you 
can subscribe to a statement of that kind for the reason that General 
Motors submitted its first pricing to you on this second segment on 
July 15. 

Mr. Loorsourrow. Yes, sir. 

Mr. Harpy. In that particular submission they told you that there 
were certain material costs that were subject to variation because 
negotiations were then in progress. And they made the specific state- 
ment—and I am reading from the letter—“Lhe proposed retroactive 
and forward prices”—and I am talking about forward prices now— 
“are subject to further change”—“for price adjustments”—I am skip- 
ping and coming down to the second point—“resulting from price 
redeterminations of the following subcontractors currently in process.” 
And they listed seven contractors that they were currently sadineenin: 
ng a price with. 

Mr. Loorsourrow. Our people were riding herd on those redetermi- 
nations and saw that those redeterminations were completed. 

Mr. Harpy. Saw that they were completed. But they didn’t change 
the price one iota. 

Mr. Loorsourrow. That is right, we did not change the price. 

Mr. Harpy. Now, will you explain that? The material price sub- 
mitted in the letter of July 15 contained an estimate for material on 
the forward pricing of the 228 units of $128,410. That is outside 
materials. 

Mr. Loorsourrow. That is right. 

Mr. Harpy. And in your final tabulation, when you finally agreed, 
you had that identical price to the dollar. 

Mr. Loorrourrow. We had that price. 

Mr. Harpy. They told you they were repricing with these 7 
subcontractors, 1 of which was Vendo. And the amount of their 
saving on that particular item, on this 228 alone, in this total 
amounted to $354,000. And still you sit there and tell us that your 
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people followed these things rode herd on them—I think that was your 
word—and still you didn’t make one iota in adjustment in your price, 

Mr. Loorsourrow. As I say, we were depending on 

Mr. Harpy. The honesty of General Motors; is that what you are 
saying ? 

Mr. Loorzovrrow. Let’s not put it that way. We were dependin 
on the method that General Motors had used in the past, which we ha 
found to be a very good and very accurate method. 

Mr. Harpy. Well, some other people might disagree with me in this, 
I would think that in this particular situation, the manner in which 
General Motors priced the thing was reprehensible. But I have a 
hard time excusing your people from failing to take into account price 
adjustments which they told you they were negotiating. 

Now, if you have any explanation of it, 1 would like to know what it 
is. I don’t understand how you say a system, when they tell you flatly 
that these prices are subject to change depending on the outcome of 
negotiations then in process. 

Mr. Loornovurrow. I can’t explain that, sir. 

General THurman. Mr. Chairman—— 

Mr. Harpy. Did you participate in this, General ? 

General THurman. No, sir. 

Mr. Harpy. Do you have any personal basis for comment? If you 
do, I would like to have it. 

General THurman. No, sir, I don’t have a personal basis, except 
to the extent that I have discussed this with the people, and I think 
that I could restate what already has been stated in such a way as to 
conform more closely to your question. 





Mr. Harpy. I think Mr. Loofbourrow has answered it. He said he 


doesn’t have an answer. 

General THurman. All right, sir. 

Mr. Gavin. Well, if the General wants to make 

Mr. Harpy. Mr. Chairman 

Mr. Hénerr. Mr. Hardy has the floor. 

Mr. Gavin. Let’s understand this. Now, when the discussions open 
up here, Mr. Chairman, is one member going to take the entire morning 
questioning witnesses, or are we going to limit our questioning to a 
certain time so that we each can participate in the questioning ? 

Now, this has been going on for 20 minutes here. 

Mr. Harpy. Mr. Chairman, | will be glad to yield to the gentleman 
from Pennsylvania. 

Mr. Gavin. All right, if the gentleman will yield. 

Mr. Harpy. For whatever time he wants. I will defer. 








Mr. Gavin. I would suggest, then, that the General be permitted to 


make such a statement as he wants to make at this time. 

Mr. Héserr. The Chair wants to state again, as he so often at- 
tempted to state, the exact procedure is, under the rules of the com- 
mittee, the Chair will recognize first the member to his right and then 
the member to his left. 
questions he desires, until he has completed. The floor is his, and he is 
in control of the time. 

Mr. Gavin. Will the chairman yield at that point ? 


That member will be allowed to ask all the 
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Mr. Hésert. Let me finish my statement. 

If the gentleman who has the floor at the time desires to yield to 
another member of the committee who asks him to yield, then he will 
yield. 

" Mr. Hardy in this instance has the time. If he desires to yield 
tothe gentleman from Pennsylvania, that is his right. 

Mr. Harpy. Now, Mr. Chairman 

Mr. Hésert. Does that make myself very clear ? 

Mr. Gavin. It makes it clear, except this. In our regular order of 
business, is there any limit to how much time each member is granted 
on interrogation, or do we have unlimited time? 

Mr. Hésert. You have unlimited time according to the discretion 
of the Chair, under the rules. 

Mr. Gavin. Under the rules. 

Mr. Héserr. Under the rules. And the Chair says in order to give 
every member an opportunity to ask every question he desires to ask 
and to have full time, that he can take whatever time he desires. 

Now, the Chair has tried not to limit members. I could enforce 
the rule and say each member will have 10 minutes. 

Mr. Gavin. I think that would be a good idea. 

Mr. Héserr. Or else let each member have an unlimited time so he 
can develop what he wants. But in the procedures, the member who 
has the floor has the floor to yield his own time, and that includes the 
chairman. If the chairman wants to interrupt the gentleman who 
has the floor, he does not have to yield to the chairman if he 
does not desire to. 

In this instance 

Mr. Gavin. May I ask the gentleman will he yield at this time? 

Mr. Harpy. Mr. Chairman, I prefer to pursue my line of questions 
with Mr. Loofbourrow until I have concluded that. After that, I 
have some questions that I would subsequently like to ask General 
Thurman, and would be glad to have any statement that he wants to 
make then. 

Mr. Hésert. It is up to you. 

Mr. Harpy. I don’t care to yield to the gentleman from Pennsy]l- 
vania just for the purpose of getting into the record a statement at 
this point which I would prefer to come later. 

Mr. Hésert. Will you yield to him? 

Mr. Harpy. No. 

Mr. Héserr. All right. 

Mr. Harpy. Now, if I can get back to where I was. I am not sure 
where that was, but I wanted to pursue a little further this $1,700,000 
that is involved in other items. 

Mr. Chairman, I had asked the General Accounting Office to make 
a tabulation of all of this $1,700,000. I believe they have it. I 
wonder—Lloyd, will you pick it up? 

Mr. Kunn. [ Hands.] 

Mr. Harpy. Mr. Chairman, I have here a tabulation of all of the 
items that are included in this $1,700,000. I doubt that the Air Force 
has this tabulation. 

Mr. Loorsourrow. No, we do not. 

Mr. Harpy. I would like to request this be made a part of the 
record, Mr. Chairman. 

Mr. Hésert. Without objection, it will be made part of the record. 
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(The tabulation referred to follows.) 


GENERAL Motors Corp., BurcK-OLDSMOBILE-PONTIAC DIVISION, CONTRACT No, 
AF 33 (038)—18503 


Summary schedule 


COMPARISON OF PROJECTED OUTSIDE MATERIAL COSTS WITH PRICES KNOWN 
AT THE TIME PROPOSAL SUBMITT wae 2D SEGMENT OF 228 PLANES 


| as | 
Reason for difference 
Total differ- 


ence: Projected 


a 


Page No. costs to | Firm purchase | Redetermined | Firm purchase 
known costs order at May | after May 31, | order at June 
31, 1954 | 1954, firm at 10, 1954 


July 31, 1954 | 


| | 


Rk ee SS a $139, 616. 48 | $75, 078. 04 | SO ree 
AS TSS te tee foo ie 302, 355. 22 103, 286. 30 | 14, 928. 92 | $184, 140 
ee See MS et ae Ve ees 636, 707. 38 | 101, 656. 50 Ss O0G: FE fb  cncanvenacnce 
a ee is 2 oe Jc it 86, 453. 13 | 33, 136. 24 | 53, 316. 89 bilesiesceteasalhe 
cae a el ee ot sks 255, 898. 19 | 26, 890. 24 | 229, 007.95 |.-------------.- 
625. MS Bs Galee Nadcibak achioos aaa ake 17, 645. 03 | ee ee wee 
eth SIR POPP a err 8, 409. 83 8, 409.83 |_____- Ripken dod td eee 
et eS Scat ela 67, 951. 64 54, 442. 86 1D DL, TOT is ep dace 
RS ease seudeniedeeees 203, 009.07 | 38, 081. 83 906, 087594) ) 5-2-5 
Oi ses ee | 1, 718,045.97 | 458,626.87 | 1,075, 279. 10 184, 140 





CONCLUSION 


General Motors submitted a proposal for pricing the second segment on July 
15, 1954. This was supplemented on August 26, 1954, by supporting details which 
listed the parts to be procured from outside suppliers and the prices to be paid. 
This supplemental information included the following statement: “The unit 
prices shown for materials purchased from outside suppliers are firm and are 
supported by purchase orders.” 

This summary schedule and accompanying work papers indicate that the 
contractor had information at the time of his proposal that the cost of material 
from outside suppliers would be $1,718,045 less than the amount included in 
his proposed price. 

Mr. Harpy. This itemization contains a description of the part, the 
number of the part, the units that are involved, the original subcon- 
tractor’s unit proposal, the name of the subcontractor, and a final 
breakdown of the units in this particular segment, this 228 segment, 
a final breakdown of the units at the individual prices, and number of 
units involved applicable to that segment, and then finally it shows 
the date on which the revision and final subcontract price was ne- 
gotiated. 

Just in order that we can have a clear picture of what this tabulation 
is, Mr. Chairman, I would like to read just the first item. 

The first item is a forging spar. The original contractor’s proposal 
was $1,540 unit cost. The subcontractor in this case is Bohn. And in 
the final redetermination with the subcontractor the price with respect 
to these 228 units breaks down as follows: 14, at $1,810; 80, at $1,540; 
134, at $1,323; giving an average unit cost of $1,429, and the difference 
in this particular case between the total contract price of the Air 
Force—the estimate I should say and the total contractor price which 

was finally paid was $25,298. This is in one item. 

This price revision and redetermination was concluded on Decem- 
ber 7, 1953. Still this pricing on your itemization was $25,000 high. 

Now, on this first page, these first 4 times—the first 4 items all con- 
cluded in December of 1953, Mr. Chairman, on the final revision of 
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the subcontracts, and yet the revised prices didn’t show on the price 
negotiations that took place more than a year late—that may be wrong. 
What was the date of that? 

Mr. Kunn. September of 1954. 

Mr. Harpy. It was less than a year, just a little less than a year, 
then. 

Now, with respect to the Vendo item, the one that we have talked 
about so much, the redetermination on that was made in July of 1954 
and the final invoice date was in September, which was just a couple 
of weeks, as I recall, prior to negotiations, or maybe a few days. 

Mr. Kuhn. A few days. 

Mr. Harpy. But in any event the price redetermination was made in 
July, which was several months before. 

These total items, Mr. Chairman, aggregate $1,700,000, which the 
General Motors knew and they had firm prices on before they went 
into the contract, and General Motors had told the Air Force that they 
were renegotiating with some of these contractors and still there was 
no revision made in the figures. 

Now, Mr. Chairman, there is one other aspect of this pricing propo- 
sition that I wanted to discuss. 

In the General Accounting Office report reference is made to the 
fact that in this total contract there is about another $3 million in 
other material cost reductions. 

Are you familiar with what that involved, Mr. Loofbourrow ? 

Mr. Loorrovrrow. I do not have the detail on that, sir. 

Mr. Harpy. Well, now, if these reductions in costs took place during 
the first 90 days after your redeterminations on your 228 units, they 
might have provided a basis for a redetermination of price, is that not 
correct, after 90 days? 

Mr. Loorrourrow. After 90 days, if we could have gotten to it; yes, 
sir. 

Mr. Harpy. If you could have gotten to it? 

Mr. Loorsovurrow. That is right. But the timing on these contracts, 
on these redeterminations, should I say, within this contract, were 
such that we were not in a position to make a call in connection with 
this contract. 

You see, if you take the flow of time from the time a transaction 
is consummated until it gets into the books and until we get the 
complete impact—— 

Mr. Harpy. That is the question I would like to explore with you 
just a little, Mr. Loofbourrow. 

Now, under the contract provisions, the contractor is obligated to 
provide you with certain cost data. 

Mr. Loorsourrow. That is right. 

Mr. Harpy. Now, did they do that? 

Mr. Loorsourrow. Yes, sir. 

Mr. Harpy. What do you all do with it when you get it ? 

_ Mr. Loorrourrow. We have profit-and-loss statements. Our people 
in the field review those statements. 

Mr. Harpy. Well, isn’t one purpose of that to provide a basis for 
price adjustments ? 

Mr. Loorsourrow. That is one of the purposes; yes, sir. 

Mr. Harpy. Now, in this contract it never did work that way. Is 
there any reason for that ? 
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Mr. Loorzourrow. This contract was too condensed. By the time 
we got through with one call and got it set up, rather with the manda. 
tory first redetermination, got it consummated 

Mr. Harpy. Actually, how long was your second segment in 
production ? 

Mr. Loorsourrow. You fellows have that answer over there, off. 
hand? You probably have that better than I have. 

Mr. Gorset. The cutoff date was December 31, 1954. 

Mr. Loornourrow. December 31, 1954. 

Mr. Courrney. Mr. Hardy, if I may refer to the General Motors 
scheduling ? 

Mr. Harpy. Yes. 

Mr. Courrnry. At that time—I’m sorry. December 1954 is your 
cutoff date; is that correct ? 

Mr. CLELanp. Yes. 

Mr. Harpy. That was the date of your redetermination, wasn’t it, 
your forward pricing ? 

Mr. Loorsourrow. Is the cutoff date. 

Mr. Gorset. No, sir; that was the cutoff date for costs. 

Mr. Courtney. For costs? 

Mr. Gorven. Yes, sir. 

Mr. Courtney. At that time the General Motors shows there were 
210 planes produced and accepted by the Air Force. 

Mr. Harpy. Then you already had a good many of your second 
segment already produced ? 

Mr. Gorpet. Yes, sir. 

Mr. Harpy. And the rest of them weren’t completed until when? 

Mr. Gorset. February. 

Mr. Harpy. February ? 

Mr. Gorseu. Yes. 

Mr. Harpy. You didn’t have very much time after your first 90 
days for a repricing period. 

Mr. Loorsovurrow. That is right. 

Mr. Harpy. So actually you were in the position of having a price 
redetermination provision after 90 days which actually had practicall 
no significance because it didn’t give you time enough to do any good. 

Mr. Loorsourrow. That is right. 

Mr. Harpy. Mr. Chairman, that is ali I wanted to pursue with Mr. 
Loofbourrow on this point. I am perfectly happy to yield the floor. 
I have some questions for General Thurman on a related matter, to 
go with this one, a little bit later. But as long as we have Mr. Loof- 
bourrow, I am perfectly willing to yield the floor. 

Mr. Héserr. Mr. Hess. 

Mr. Hess. I yield to the gentleman from Pennsylvania at this time. 

Mr. Héserr. All right, Mr. Gavin. 

Mr. Gavin. The question I want to ask the gentleman is at any time 
did you request of General Motors on any segment of the contract 
any detailed information relative to the contract that was denied you? 

Mr. Loorsovurrow. Answering for myself, I didn’t. 

Mr. Gavin. Well, you are answering—your team is here. I am 
asking the question. 

Mr. Loorsourrow. All right, I will ask the team. 
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Mr. Gavin. All right. Did you ask General Motors at any time 
for any pertinent detailed information relative to any segment of the 
contract that was denied you ? 

Mr. Gorset. No, sir. 

Mr. Gavin. What do you say? 

Mr. Ricumonp. I did not. 

Mr. Gavin. You say no, sir? 

Mr. Loorsourrow. That is right, no, sir. 

Mr. Gavin. At any time did you or your team protest to General 
Motors on any particular segment of this contract that the prices 
were out of order in your estimation ? 

Mr. Loorsovurrow. Within our negotiation, obviously we did protest 
that the prices were out of order and made such adjustments as we 
could in negotiation. It wasn’t a protest. I mean, it is this matter 
of discussing. 

Mr. Gavin. I mean a protest in writing. Here in Mr.—is it Cur- 
tice’s letter—he said: 

In addition, either party had the right to make a further demand at intervals 
of not less than 90 days after the effective date of any prior demand. The 
absence of a demand by either party under this restricting option is indicative 
of the competitive reasonableness of the prices negotiated. 

Now, did you or did you not at any time protest to General Motors 
that the prices were unreasonable, in writing, so that you would have 
an opportunity later on—that you protested against any segment of 
the price, that the price was unreasonable? 

Mr. Loorsourrow. If you mean did we make a call under this 
contract—— 

Mr. Gavin. I don’t say you made a call. I meant served notice in 
writing that in any segment of the contract the price was unreasonable, 
so you would have an opportunity to protect yourself later on after 
the General Accounting Office got through and you found that the 

rice was unreasonable, that you were able to go back and say, “On 

lank date we wrote you that the price was unreasonable, and we 
want to renegotiate it.” 

Did you at any time make such a protest to General Motors? 

Mr. Loorsourrow. We did not make such a protest to General 
Motors. 

Mr. Gavin. In that event, then, according to this letter here, General 
Motors assumed that you thought the prices were reasonable; is that 
right ? 

Mr. Loorsourrow. That is General Motors’ assumption. 

Mr. Gavin. Now, we will have what you wanted to say, general. 
What did you want to say? You wanted to make a statement a 
minute ago. 

General Tuourman. All right, sir. If it is in order. 

Mr. Gavin. I just want to say, Mr. Chairman, at no time did the 
Air Force ever protest to General Motors that the prices were un- 
reasonable. At no time did they ever request of General Motors any 
pertinent information relative to the segment of the contract that 
was denied them. 

So the responsibility as far as I can see here becomes an Air Force 
matter. 

Mr. Hésert. Well, Mr. Gavin, if you will allow me one comment 
there. 
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Mr. Gavin. Yes. 

Mr. Héserr. It was testified by Mr. Saxton the other day in the 
negotiation of the third segment on the matter of the allied materials 
that the team then headed by Mr. Saxton did ask of General Motors 
accurate information concerning that particular allied material, that 
General Motors did refuse to show them the material—not only did 
refuse to show them material but brought the lawyer in to quote the 
contract as to the legality of it, and it was only after Mr. Saxton, I 
think in his own words, shut the book and says “Unless we see the 
figures there will be no more talk on this contract”— 

Mr. Gavin. You heard my interrogation of these witnesses here this 
morning. You mee what. they said. 

Mr. Heserr. I just wanted to say—I didn’t want to include all of 
this, but I just wanted to refresh your memory. 

Mr. Gavin. All right, General, we will hear what you have to say, 
You wanted to make a statement a moment ago. 

General THurMan, Sir, as I said, I do not have any personal 
knowledge of this matter, because I wasn’t involved in it. I have 
discussed the entire situation with those who were involved. 

The purpose of my offer, if it is appropriate to do so, is to attempt 
to state my understanding of what occurred, that might clarify the 
situation to some extent. 

As I understand it, the auditors had surveyed the system of Gen- 
eral Motors for accumulating costs and making proposals. In addi- 
tion to that, they had audited out the first segment of this contract 
and found that the actual costing and pricing conformed to the audit 
system. 

When a bill of materials price was presented it was assumed that 
that price was in conformity with the system which had been followed 
and which had been proved by audit on the first segment. 

Now, the reason I volunteered this statement is that Mr. Hardy 
asked the question: Was any question raised as to particular items, 
as to whether renegotiation had been completed. 

On the first proposal, which was made on the 15th of July and 
on the second detailed breakdown which was made the latter part 
of August or the early part of September, in each instance, as I under- 
stand it, it was the assumption of our people that those costs were made 
up in accordance with the system employed. That, I believe, Mr. 
Hardy, is why specific items were not questioned. Now, that is my 
understanding of the figures. 

Mr. Harpy. Will the gentleman yield, just to clear it up? 

Mr. Gavin. Yes; I yield. 

Mr. Harpy. Well, General, I understand, then, it is your position 
that, because your auditors had been over the system they had em- 
ployed and had found the previous costs correct, they didn’t question 
the itemization which General Motors submitted this time; is that it! 

General THurMAN. Roughly, yes, sir; because it was assumed to be 
in accordance with the same system which they had audited. That 
is my understanding of the matter. 

Mr. Harpy. That still—if the gentleman would permit this further 
observation—leaves in question in my mind the reason why Air Force 
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personnel did not interrogate General Motors with respect to the 
seven. subcontractors that they said they were currently negotiating 
with. 

General THurMAN. Well, the information given was at a date sub- 
sequent, I think, to those discussions. It was assumed that whatever 
changes, if any, had occurred would be reflected in the later submission. 

Mr. Harpy. Well, as a matter of fact, the later submission con- 
tained the identical figure that was in the original submission. 

General Tourman. That is correct,sir. That is my understanding. 

That was all. 

Mr. Harpy. Thank you. 

Mr. Hésert. Continue, Mr.Gavin. Any more questions? 

Mr. Gavin. I have no more questions. 

Mr. Hésert. Mr. Cunningham? 

Mr. Cunnrncuam. No questions. 

Mr. Hésert. Mr. Brooks. 

Mr. Brooks. No questions. 

Mr. Hésertr. Mr. Hardy, do you want to pursue it later? 

Mr. Harpy. I have some things I want to pursue with General 
Thurman. 

Mr. Hésert. There is one thing I want to clear up, and that is in 
connection with the statement by the gentleman—the first witness, 
that he relied on General Motors’ accounting system. I think General 
Thurman concurred in that. Is that correct? 

Mr. Loorzourrow. Yes, sir. 

Mr. Héserr. Which had proven accurate according to postaudit. 

Now, do I understand by that that you relied on the accuracy of the 
General Motors presentation and took them at their word, without 
further investigation ? 

Mr. Loorrourrow. Not 100 percent. 

In connection with this negotiation, we made some exploration—that 
is, a discussion of this thing. We thought we were dealing with firm 
prices. ‘There was no great question in our mind about it. But we 
did raise a question with General Motors as to whether or uot these 
prices were final and soon. It is that——— 

Mr. Hésert. What was your interpretation of the word “firm”? 

Mr. Loornourrow. Well, my interpretation obviously was that firm 
prices meant that we had a price there that applied to 228 airplanes. 
We frankly felt that that was substantially the costs that would be 
recorded on this 228 airplanes. 

Mr. Héeert. That that was the price? 

Mr. Loorsovurrow. That is right, that that is basically what would 
ultimately be recorded as the costs of these airplanes. 

Mr. Hepert. Now, the reason I asked you that question—firm—I 
think you were present here the other day when Mr. Curtice tried to 
explain the three shells. He said firm didn’t mean firm—rather that 
firm did mean firm, but it didn’t mean actual. Instead it was a fixed 
price. I think you recall that one sentence. 

Mr. Loornourrow. Yes, sir; yes, sir; I recall that. 

Mr. Héserr. I mean not Curtice. I’m sorry. I am getting mixed 
up in these General Motors people. I mean Mr. Gordon testified. 
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So your assumption was that the price was really an actual figuret 

Mr. Loorsourrow. That is right. Then we interrogated them to 
find out if there were going to be any adjustments in these prices. We 
didn’t say it in exactly the right way, apparently, to get the answer 
we wanted. 

But we did, according to our notes here, ask some questions pertain. 
ing to the possible change in these prices. 

Mr. Hésertr. You are referring now to what Mr. Hardy has been 
asking you about? 

Mr. Loorsourrow. Yes, sir. That is the same one million seven, 

Mr. Heéserr. That is right. 

Mr. Loorsourrow. This area in which the one million seven has 
developed. 

Mr. Héserr. Now, did General Motors indicate that those prices 
which are firm in their minds—rather—I am confused about their use 
of the words. 

Mr. Courtney. Firm in his mind. 

Mr. Héeert. Firm in your mind, which really meant actual. And 
then you asked them would there be any change in those prices on 
redetermination, is that correct ? 

Mr. Loorsourrow. That is right. 

Mr. Héserr. And they said “No.” 

Mr. Loorsovrrow. Well, let me quote from this. I have a copy of 
this that I will submit. 

We started out, “This bill of materia] in 228, is that for the 71st 
plane?” We quickly developed it was a bill of material for the 71st 
plane, but not priced for the 71st plane. The auditor had developed a 
price of $165,000, an audited cost, for the 7ist plane against this one 
hundred and twenty-eight-something that we had. We had that span 
of difference that I want to point out there. 

Then we asked, “In this material some are redeterminable and mostly 
at the end of these 228. Can they call before then?” And Bob—that 
refers to Mr. Middlesworth, who was here the other day—“No, we are 
all set for the next 228.” 

Then Mr. Richmond pointed out to me that Cessna was the only one 
so arranged, but he could call at any time—Cessna could call at any 
time if they desired to do so. 

He went on to say that he believes the prices used in their proposal 
are firm for 228 and doesn’t look for any change. 

Then I questioned 

Mr. Heévert. Who is “he”? 

Mr. Loorzovrrow. Mr. Richmond. 

Mr. Hésert. Who is Mr. Richmond ? 

Mr. Loorsovurrow. The gentleman at the left here. 

Mr. Courtney. He is an Air Force man. 

Mr. Loorsovurrow. Then I raised the question “Can it be possible 
they will make a call after our redetermination and beat down the 
vendors ¢” 


Richmond said, “No chance.” Mr. Middlesworth said, “Right, for 
the next 228.” 
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Mr. Hépert. Now, right there, Mr. Richmond, as I gather, you are 

reporting your findings on this—Mr. Richmond here? 
r. RichMonpb. Yes. 

Mr. Hésertr. Mr. Richmond then you are reporting your findings in 
connection with this subject under discussion I mean this segment un- 
der discussion ¢ 

Mr. Ricumonp. Right. 

Mr. Héserr. And in reference to the redetermination, why did you 
advise the captain of your team, the head of your team, that that was 
it, there was no redetermination? On what basis did you do that? 

Mr. Ricumonp. All of the subcontractors to General Motors which 
were subject to price redetermination had materially the same clause 
in their subcontract as General Motors did in their prime contract, 
which established this 90-day effectivity of the call. At the time that 
we were negotiating, the subcontractors had delivered up to the extent 
that it would have been practically impossible due to the time element 
in their contract to have asked for a call which would in effect be an- 
other price redetermination. 

Mr. Héserr. You assumed that on the basis of those contracts, al- 
though the negotiation or the price redetermination was within the 
area of the prime contractor and the subcontractor ? 

Mr. RichmMonp. Yes. You see, your subcontractors went out ahead 
of your prime contractors. 

Mr. Héserr. That is right. Now did you ever ask General Motors 
if those prices had been redetermined ? 

Mr. Ricumonp. Yes, I knew they had been redetermined. 

Mr. Héserr. You knew they had been redetermined ? 

Mr. Ricumonp. Yes. 

Mr. Héserr. How did you know it? 

Mr. Ricumonp. Well, the purchase orders that General Motors had 
issued with the subs, the revisions, had come through the Air Force 
office for approval. 

Mr. Héserr. Then you knew there was a different price, if you knew 
it had been redetermined. 

Mr. Ricumonp. | knew there was a redetermined price. 

Mr. Hérnert. Did you ever take the time to find out what the re- 
determined price was? . 

Mr. Ricumonp. Not as such. We had requested an audit of the 
bill of material. 

Mr. Héverr. Well, don’t you think it was important to find out the 
actual cost? Here was $1,700,000 overcharge and you didn’t think 
that was important enough to bring that to the attention of your 
own captain, of your own team. 

Mr. Ricnmonp. We discussed the price redetermination. 

Mr. Hépsert. What did General Motors say ¢ 

Mr. RicumMonp. General Motors said they had a firm price. I be- 
lieve the certification on their bill of material—the estimate that they 
submitted said that was supported by purchase orders. 

Mr. Hevert. You took their word for it; is that correct? 

Mr. Ricumonp. Well, up to the part that was verified by audit, yes. 

Mr. Héserr. It was verified by audit, but it was not an actual price, 
what they had actually paid. You didn’t determine that? Because 
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you must keep in mind that General Motors’ defense in this particular 
instance, or its explanation, is the admission that the firm figures were 
given to the Air Force, and the others were also attached, and if the 
Air Force had taken the time or the trouble to find the actual cost, they 
could have found it, but they didn’t find it. So General Motors took 
advantage of their inadequacies or inefficiency or lack of interest to 
walk away with the high price, which was $1,700,000 over and above the 
cost. 

Now, you didn’t go into any detail like that? $1,700,000 didn't 
mean anything to you? 

Mr. Ricumonp. The detailed list where they made up the prices was 
not submitted to us. 

Mr. Héserr. And you didn’t ask for it. 

Mr. Ricumonp. The buyer at headquarters AMC had asked for it, 
yes, sir. 

Mr. Hésert. Well, did General Motors give it to them? 

Mr. Ricumonp. They gave it to the buyer—the negotiator, yes. 

Mr. Héserr. All right, then. The negotiator had it. Wasn’t that 
errorapparent? You were the negotiator? 

Mr. Loorsourrow. Yes, sir. The error was not apparent. 

Mr. Héverr. Why wasn’t it apparent? It is a case of simple arith- 
metic. Of how much they paid and how much they are trying to get 
you to pay for it. 

Mr. Loorsovrrow. We didn’t have anything in connection with any 
submission to us as to how much they had paid. 

Mr. Héverr. Well, one minute I ask you and you say “yes,” and the 
next minute you say “no.” 

Mr. Loorsovurrow. No. 

Mr. Héverr. What happened ? 

Mr. Loorsourrow. They presented to us this bill of material that 
was priced on this firm basis. 

Mr. Héserr. That is right. 

Mr. Loorsourrow. And there was nothing in this bill of material 
submission to us that indicated in any way, except these numbers, what 
they were likely to pay for this. 

Mr. Héserr. But they had actually paid another figure. 

Mr. Loornovurrow. Well, they may or may not have paid for it. But 
it develops after the fact that there were actually other figures paid. 
But in the negotiation, we knew nothing of that difference. And 
again we get back to the fact that we were relying on this method 
which heretofore had proved out satisfactory. 

Mr. He&zerr. That is the next question I wanted to ask. 

Mr. Loorsourrow. This is the first time it broke down. 

Mr. He&serr. This is the first time you caught them, or else the 
General Accounting Office caught them. 

Now you don’t know whether this has happened in many contracts, 
do you? 

Mr. Loorgourrow. Well, we are confident—— 

Mr. Hésert. You can’t make a statement that this method is a 
desirable or an accurate method at all, can you? 

Mr. Loorrovurrow. I think I can, sir. 
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Mr. Hézert. Why can you? On what basis? 

Mr. Loorsovrrow. I think I can on the basis of our experience 
with other contractors. This obviously is not a new situation. And 
with other contractors we have longstanding working arrangements 
so that we get firm prices so labeled, and “they are firm prices so 
labeled. 

Mr. Heszerr. And they are actual prices as a matter of fact? 

Mr. Loorsovrrow. That is right. 

Mr. Hépertr. Except in the General Motors interpretation. 

Mr. Loorzourrow. We get the weighted-average price. 

Mr. Hépert. That is right. 

Mr. Loorsourrow. It is a perfectly normal thing for us to get in 
these estimates. It works. 

Mr. Hésert. And you take the firm price as an actual price? 

Mr. Loorsourrow. Right. 

Mr. Hipert. But General Motors has testified through its vice 
president that they don’t mean “actual” when they say “firm.” 

Now, how many contracts—this is not a question to you because 
you can’t answer. But the thought that occurs to my mind is, I am 
just wondering how many contracts has General Motors negotiated 
with the Government sue cessfully on this basis? 

Mr. Hess. And other corporations. 

Mr. Héserr. And other corporations. 

Mr. Hess. Sure. 

Mr. Hézertr. Other defense corporations. Not necessarily General 
Motors. ‘That is the very basis of this whole investigation, to find out 
whether negotiation is negotiation or not. 

And I am just wondering if this is a pattern. How much money 
has been left on the table by the Government in these so-called 
negotiations ? 

This is the one in which they were caught. I wonder how many 
times have they and others not been caught 4 

Mr. Loorsourrow. I think I am in a position to comment on that, 
sir. 

Our working arrangements with these contractors with whom we 
are dealing every day over a period of years are such that—oh, there 
are errors creep in, yes; I mean inadvertent errors. 

Mr. Haéperr. Not a $1,700,000 error. 

Mr. Loorsourrow. But we don’t get into any such “hassles” as this. 

Mr. Héverr. Of course, you don’t. On your admission, you accept 
their word and what they tell you, and that is it. 

Mr. Loorzourrow. That is right. 

Mr. He&pert. If they have a patsy on their hands, they are going to 
take full advantage of it. That is apparently what they had in this 
case, and maybe in other cases which may develop in years to come. 

Mr. Hardy, I am finished. 

Mr. Harpy. Mr. Chairman, a while ago we submitted for the record 
a breakdown or an itemization of this $1,700,000 which was prepared 
by the General Accounting Office. 

I failed to get the General Ace ounting Office representative to iden- 
tify it. I wonder if it wouldn’t be appropriate to do that before I 
proceed with General Thurman. Is that agreeable? 

Mr. Héperr. Iam awfully sorry. 
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Mr. Harpy. I am just pointing out if it wouldn’t be appropriate ty 
get a representative of the General Accounting Office to identify that 
breakdown. 

Mr. Héverr. Yes. Mr. Hess just suggested that. 

Mr. Harpy. My only thought was to just ask him to identify the 
list that has already been submitted for the record. 

Mr. Héserr. I think the General Accounting Office representative 
should have a seat at the table. Identify yourself, please, sir. 


TESTIMONY OF JAMES H. HAMMOND, DEFENSE ACCOUNTING AN) 
AUDITING DIVISION, GENERAL ACCOUNTING OFFICE 


Mr. Hammonp. James H. Hammond, Defense Accounting and Aud. 
iting Division of the Genera] Accounting Office. 

Mr. Hess. What is the name? 

Mr. Hammonp. Hammond. 

Mr. Courtney. James H. Hammond. 

Mr. Hess. Mr. Hammond, I would like to ask you one question 

Mr. Heverr. Mr. Hardy. 

Mr. Hess. Excuse me. 

Mr. Harpy. That is data which you prepared at the request of the 
committee ? 

Mr. Hamoonp. That is a list of items making—items of material 
making up the $1,700,000 included in our report which we have taken 
from our working papers and submitted to you. 

Mr. Harpy. All of the information was originally gotten from 
documents of the General Motors Corp. effecting this contract. 

Mr. Hammonp. That is right, sir. 

Mr. Hess. If you want to pursue that any further 

Mr. Harpy. That is all right. 

Mr. Hess. I wanted to ask him on another line. I wanted to ask 
you, Mr. Hammond, whether or not it isn’t true that in this particular 
case the General Accounting Office was not permitted to go into Gen- 
eral Motors and go over their books during the period of the comple- 
tion of this contract ? 

Mr. Hammonp. We did not ask for permission during the perform- 
ance of this contract for access. We were not denied access by General 
Motors. 

Mr. Hess. Oh, you were not denied access ? 

Mr. Hammonp. We were not denied access. 

Mr. Hess. Well, is it customary for the General Accounting Office 
to go into these plants who have Government contracts during the 
period of the completion of the contract and go over their books peri- 
odically as the contract is being completed ¢ 

Mr. Hammonp. Yes, sir; that is generally the way we operate 
during—— 

Mr. Hess. Now, had you done that in this instance, the chances are 
that you would have found their discrepancy; is that correct ? 

Mr. Hammonp. We could have found it. We should have found it 
if we had been in at the earlier stages. 

Mr. Gavin. But they didn’t go in. 

Mr. Hess. That is all I have. 

Mr. Héserr. Any more questions, Mr. Hardy? 

Mr. Gavin. But you didn’t go in; is that right ? 
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Mr. Hésert. Wait just a minute. 

Mr. Hardy, you have the floor. 

Mr. Courtney (addressing the chairman). He has one question. 

Mr. Hamaonp. We had been in their plant at an earlier date, but 
not the time these transactions were taking place. I believe it was in 
early 1952 or late 1952. 

Mr. Gavin. At any time were you denied access to any pertinent 
information relative to this contract by General Motors? 

Mr. Hammonp. We had some difficulty in getting information con- 
cerning their estimates. It wasn’t their actual costs, but it was infor- 
mation they had accumulated in connection with estimating. 

Mr. Gavin. Were they cooperative with you at all? 

Mr. Hammonp. They were generally very cooperative with us. 

Mr. Gavin. Very cooperative? 

Mr. Hammonp. Very cooperative. Only in this one area of estimat- 
ing was where we had some difficulty. 

Mr. Gavin. After a contract is terminated, how long before the 
General Accounting Office gets in to making an audit of the contract? 

Mr. Hammonp. We make ev ery effort to get in while the contract is 
being performed. 

Mr. Gavin. In this instance how long before you got into it? 

Mr. Hammonp. About 3 months after the last deliv ery. 

Mr. Gavin. About 3 months? 

Mr. Hammonp. Yes, sir. 

Mr. Gavin. Don’t you think it would be advisable before—on con- 
tracts that are terminated, before the bill is paid, that the General 
Accounting Office ought to audit the account before the Government 
pays the particular contractor? 

Mr. Hammonp. Well, sir, there is a large number of contracts, and 
with our staff we are unable to get to all the contracts before they are 
paid. 

Mr. Gavin. Well, that isn’t the question. I realize that you are 
working shorthanded. I am asking you a question. Before the bill 
is paid, after the contract has been determined, before the Government 
pays the contractor, don’t you think that the General Accounting 
Office should submit their report on the contract before the payment 
is made? 

Mr. Hammonp. Well, I really believe that that is an agency respon- 
sibility, and the agency should take the responsibility to assure that 
the bill is proper, and then we should take an independent look. 

Mr. Gavin. What good does that do us? If they assure us that 
the bill is proper and it is paid, and then you come back 3 months or 
6 months later and say that it is not correct, that it is incorrect—what 
satisfaction—even though their contract says if there is any unreason- 
able payments within a period of 90 days you can protest. And they 
don't protest. So where does the Government—how is the Govern- 
ment protected under those circumstances ? 

Mr. Hammonp, That is right. At that point we can only hope for 


improvement on future negotiations. But it is really the Air Force 
responsibility to 
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Mr. Gavin. The question I am asking you is this: Don’t you think 
it would be better for the protection of the Government that before 
the Government paid the contractor, that the General Accountin 
Office approve the account before final payment is made to them? [| 
realize some progress payments were made on some of these contracts, 
but in the final payment the General Accounting Office O. K.’s it, 
Even though the Department of the Air Force may O. K. it, we got 
a double O. K. from the General Acc ounting Office / 

Mr. Hammonp. That would be quite a t: ask for the General Account- 
ing Office. I think it could be of some benefit, certainly. In this 
particular case it would have been of benefit. 

Mr. Gavin. Have you ever had any trouble before on any General 
Motors contract ! 

Mr. Hammonp. Subsequent to this case we had trouble getting 
access—is that what you mean? Getting access to records, or—— 

Mr. Gavin. Any way. 

Mr. Hammonpb. Subsequent we had difficulty-—— 

Mr. Gavin. You just said a minute ago they were very cooperative 
with you. 

Mr. Hammonp. We had trouble at the Cleveland tank plant, with 
the Cadillac division, of getting access. But we have subsequently— 
ve brought it to the attention of this subcommittee and subsequently 
have been granted access to all of their records. 

Mr. Gavin. You do think, though, it would be policy for General 
Accounting Office so to approve the final—after the contract h: . been 
terminated, to audit the contract and make the final recommendation 
that the bill be paid? 

Mr. Hammonp. I think it is a basic agency-—— 

Mr. Gavin. Even though it is going to cost us more in appropria- 
tions to increase your facilities and workers there at your office, at 
the same time we are protected then / 

Mr. Hammonp, Certainly, I think an adequate review of the bills 
before payment is desirable. Whether or not that is a General 
Accounting Office responsibility or not—an adequate review would 
disclose that in any case. 

Mr. Gavry. In this case it was not given an adequate review ? 

Mr. Hammonp. That is right. 

Mr. Cunntnenam. Mr. Chairman. 

Mr. Hépserr. Mr. Cunningham. 

Mr. Cunnincuam. I would like to ask the gentleman from the Ac- 
counting Office a question or two. 

To what extent do you have the right to ask of General Motors, 
or any corporation, that they disclose all of their information about 
their business in the way of costs, estimates, and so forth? Have 
they agreed to that in the beginning, or on what basis do you demand 
satisfaction? That has bothered me all through this hearing. 

Mr. Hammonp. Under Public Law 245, it states—I don’t think 
| have the quote- — 

Mr. Cunnincuam. In other words, you have been given—— 

Mr. Hammonp. Congress has given us the authority to examine all 
pertinent documents and records, and so forth, relating to negotiated 
contracts. 

' Mr. Cunnrnouam. At all times? 
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Mr. Hammonp. From the time of negotiation to 3 years after final 
payment under the en I believe. 

Mr. Cunnineuam. I don’t know whether it was your office, but 
someone the first day or two at this hearing testified that there was a 
period of time during which you could ask for these, this information, 
and another per iod w rhe *n you could not. Isn’t there a 90-day provision, 
or something, in there? 

Mr. Hammonp. No, sir. General Accounting Office has right of 
access from the time the contract is negotiated until 2 2 years 

Mr. Cunnincuam. While it is in process, do you have the right? 

Mr. Hammonp. Yes, sir. 

Mr. CuNNINGHAM. What I am getting at 

Mr. Hammonp. The Air Force in some cases might have some ques- 
tion of access, but the General Accounting Office has it by right of 
Public Law 245, the right of access, during performance. 

Mr. CunninGuam. I| believe General Motors itself made that point; 
didn’t it ? 

Mr. Courtney. Mr. Cunningham, I think I can straighten that out. 
The contract provisions set dates on which negotiations may occur— 
negotiations for redetermination of prices may occur. In this case 
this contract provided for a date at the 71st plane and at the 299th 
plane, and in addition to that it provided that either party might call 
for redetermination within a 90-day period—not oftener than 90 days 
is the way it is expressed. 

Mr. CUNNINGHAM. Not after redetermination ? 

Mr. CourrneEy. Well, it is the same provision as relates to the fixed 
dates. So that in addition to the two dates that are specified directly 
in the contract and fixed in point of production, it was possible for 
either party to call for redetermination, but those calls could not 
occur onan than 90 days. 

Does that make it all clear ? 

Mr. Cunnincuam. | think we are talking about two different 
things. Let me put it this way: Can you testify as to whether or 
not you were denied access to any records of General Motors Corp. 
on the matter in question when they were requested at a time when 
you had a right to request them and they were obliged to furnish the 
information ¢ 

Mr. Courtney. General Accounting has no limitations. 

Mr. Héserr. General Accounting, Mr. Cunningham 

Mr. Courrney. Mr. Cunningham, may I straighten that out? Gen- 
eral Accounting has no limitations or no times fixed at which it may 
review. The Air Force, however, and its auditing personnel 

Mr. Cunnrncuam. That is what I was asking. So he could have 
answered the question very quickly. 

Mr. Courtney. Is restricted under the terms of the contract. 

Mr. CunnrnenAm. Let me ask the Air Force the same question. 

Hiave you at any time requested information on this matter, this 
contract, of General Motors, that you had a right to ask at that time, 
and information was refused ? 

Mr. Loorsovrrow. We answered that earlier, that we had not. 

Mr. Gavin. He answered it. 

Mr. Loornourrow. We answered Mr. Gavin that we had not. 

Mr. CunnincHuam. You didn’t answer the question whether or not 
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Mr. Gavin. They had the right to ask for it. 

Mr. Hésert. Mr. Cunningham, may I clear that up? I think the 
testimony of Mr. Saxton was that, at the negotiating table, on the 
third segment, they did ask for information and were refused infor. 
mation, to the extent that General Motors produced the law and the 
contract to defend its position that they had no right to have the 
figures. 

Mr. Cunnincuam. Now, there is the question in dispute, Mr. Chair. 
man. Did we have the right to demand? Now, General Motors pro- 
duces a contract that we didn’t have that right. That is just the 
point. Weare talking around here all day and evading the main issue 
of this case. We haven’t gotten to the bottom of this yet. 

Mr. Hésert. No. Here is the situation there. 

Mr. CunninGuam. I would like to see that contract. 

Mr. Hésert. The lawyers interpreted it. However, they finally 
did give the figures to the Air Force. 

Mr. Cunnitncuam. I understand that, under pressure. 

Mr. Hépserr. That is right. And the General Motors—throughout 
it has been made crystal clear, I think—has stayed well within the law 
in its negotiations. 

Mr. Courtney. Within the terms of its contract. 

Mr. Héeert. Within the terms of its contract, is what Imean. How- 
ever, there is the one question involved, and which you put your fin- 
ger on, and that is the question also in the terms of contract is that 
the General Motors, under the terms of the contract, is required to give 
the most accurate and actual figures in negotiation. That is the 
question. 

And from the testimony developed, General Motors, insofar as that 
part of the contract was concerned, did not give the actual figures. 

Mr. Cunnrnonam. Isn’t that still a point in dispute? General 
Motors denies that statement you just made. Isn’t that one of the 
issues here? 

Mr. Héserr. That is one of the issues. And they are supposed 

Mr. Cunnrnenam. That this committee has to determine right or 
wrong on? 

Mr. Héserr. That is correct. 

Mr. Cunnrnouam. For anyone on the committee to come out and 
say they didn’t do it and should do it is assuming a fact that is not 
proven. 

Mr. Héserr. Well, I mean, as an individual, I would assume that 
they are taking—— 

Mr. Cunntncuam. That is what the hearing was about. 

Mr. Hezerr. That is right; that is a conclusion. I don’t attempt 
to express the opinion of the committee. But, as I say, the contract 
says accurate figures shall be produced. 

Mr. Cunnincuam. Do we have that contract, so we could look at 
it? 

Mr. Courtney. Yes. 

Mr. Hererr. That is a part of the record. And the testimony 
developed heretofore is that at least in 3 instances, in a postaudit, 
proven by a postaudit—in 3 specific instances General Motors did not 
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produce the accurate figures. There is only one conclusion that I 
rsonally can make. 

Mr. Harpy. Mr. Chairman, on this question of the contract. 

Mr. Haperr. Yes, sir. 

Mr. Harpy. The contract provisions; I think maybe this would 
serve to clear that up. If the contract does not in fact contain lan- 
guage which would permit General Accounting Office access during 
the entire life of the contract and for 3 years thereafter, it is in viola- 
tion of the law itself. I believe that is correct. Isn’t that correct? 
I will ask the gentleman from the Accounting Office. 

Mr. Courtney. Yes. 

Mr. Harpy. Because the law requires that the Air Force include 
such a provision in its contract. 

Mr. Cunninecuam. If it wasn’t in there, then there is something 
wrong with the Air Force not having put it in. 

Mr. Harpy. That is correct. 

Mr. Cunnincuam. I am trying to find out who is at fault here. 

Mr. Harpy. That is right; the Air Force would be remiss in not hav- 
ing it in the contract, if it didn’t do it. 

Mr. Hammonp. It was in the contract. 

Mr. Heserr. It was in this contract. 

Mr. Bates? 

Mr. Bares. No. 

Mr. Heserr. Mr. Hardy? 

Mr. Harpy. I wanted to ask Mr. Hammond just one other ques- 
tion. We talked very briefly with Mr. Loofbourrow about an addi- 
tional $3 million which GAO says were excess charges on materials 
by General Motors. 

Now, do I understand correctly that those prices were negotiated 
after the redeterminations rather than before the redeterminations ? 

Mr. Hammonp. The four million three is the difference between 
the cost accepted in negotiation for material for this segment and the 
actual cost to General Motors for that material. 

Mr. Harpy. We are talking about subcontractors. 

Mr. Hammonp. That is right; material from outside suppliers. 
Our review indicated that one million seven of the total amount in- 
cluded in there material to be acquired from outside suppliers could 
have been recognized at the time of negotiations as overestimates. 

Mr. Harpy. The others could not? 

Mr. Hammonp. The other we could not recognize and—we don’t 
know whether it could have been recognized or not. We couldn’t 
recognize it. . 

Mr. Harpy. In any event, the only place, then, that it might have 
been recovered would have been through a redetermination after 90 
days, which the Air Force has testified wasn’t possible? 

Mr. Hammonp. If there had been 90-day intervals where there 
could have been a repricing demanded, then possibly could have been 
recovered. 

Mr. Harpy. That is all on that, Mr. Chairman. 

Mr. Héserr. In this third segment instance, there was no availa- 
bility of the usage of the 90-day clause because the contract was com- 
pleted 30 days before the realization of the 90-day clause; isn’t that 
correct? In the third segment I am speaking of. . 
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Mr. Hammonp. I believe that is correct, sir. 

Mr. Héserr. That is right. So they could not have utilized, effec. 
tively utilized, the 90-day clause, even if they had made it. It isa 
moot question. 

Mr. Hammonp. That is right, sir. 

Mr. Harpy. Mr. Chairman—excuse me. If you have something 
here, go ahead. 

Mr. G. avin. Mr. Hammond, you did get into this contract, but you 
didn’t get in to complete your audit. But you were in it before the 
contract was fin: lly deter mined and settled 7 

Mr. Hammonp. We were in it in the early stages; yes, sir. 

Mr. Gavin. You were in it in the early stages, but you didn’t get 
around to the final results. Let me ask you. How many contracts 
do you get into that are terminated by the Government—contracts 
terminated and paid by the Government? How many do you get 
into? Do you get into many of them or do you just—is usually settle. 
ment made before you make your audit ? 

Mr. Hammonp. Under our present approach and our contract audit 
as a general proposition, the contract is being performed at the time 
we get 1n. 

Mr. Gavin. Is being performed by the time you get in. 

Mr. Hammonp. At the time we get in, we get in and review the per- 
formance that is actually being conducted. In some cases we do get 
in after the fact, after the contract is completed, as in this case. But 
in most cases we attempt to direct our effort to the review of the opera- 
tions during performance. 

Mr. Gavin. Let me ask you this, sir. Are there any laws on the 
books now that could withhold final settlement and payment by the 
Government on any contract until such time as General Accounting 
has completed their audit? 

Mr. Hammonp. I know of none, sir. I don’t believe there are. 

Mr. Gavin. What do you think of the idea that possibly legislation 
should be effected whereby no contract should be paid for by the 
Government until the General Accounting has audited completely and 
recommended settlement be made by the Government? Do you think 
it would protect the Government ? 

Mr. Hammonp. I think it might be better to require the agency to 
make an adequate review. 

Mr. Gavin. If the agency doesn’t make an adequate review, what 
then? Weare right where we are now. 

Mr. Hammonp. That is right. I think it would be a tremendous 
operating responsibility on the General Accounting Office, when gen- 
erally we make an independent review. I think this would be getting 
the General Accounting Office into the operating department. Al- 
though I wouldn't want to speak for the Office on that particular 
matter. 

Mr. Gavin. Well, I think the committee would like an opinion from 
your Office as to that particular phase of the situation. 

Mr. Hammonp. We could give you that, sir. 
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Mr. Gavin. And it might be submitted to the chairman; what you 
are thinking along those lines. 

Mr. Hess. Would the gentleman yield ? 

Mr. Gavin. Yes; I would be glad to. 

Mr. Hess. Right on that point, Mr. Hammond, it wouldn’t require 
legislation. ¢ ‘ouldn’t it be a clause in the contract itself that would 
require that ? 

Mr. Hammonp. As a general proposition I think you can provide— 
that could be provided for in a contract. 

Mr. Hess. Without legislation being passed by Congress. 

Mr. Hammonp. I would assume it could be. 

Mr. Gavin. That final payment shall not be made by the Govern- 
ment until such a time as this contract has been audited by the General 
Accounting Office. 

Mr. Hess. That is right. 

Mr. Heépert. Mr. Hardy ? 

Mr. Harpy. General, 1 would like to talk to you a little about the 
letter that Mr. Courtney submitted for the record at the opening of 
the session. It was a letter dated August 2—dated August 20-—— 

Mr. Hererr. You mean the letter from the General Accounting 
Office ? 

Mr. Harpy. The letter dated August 2, 1957, over the signature of 
Dudley C. Sharp, Assistant Secretary of the Air Force. it refers to 
a conference that you had with Mr. Mark, Mr. R. C. Mark, of General 
Motors Corp. 

I want to call—you have a “opy of that letter before you? 

General THurman. No, sir; I don’t. 

Mr. Harpy. Let him have that. 

Mr. Courrney. Here is the letter, General. 

Mr. Harpy. The last sentence—this letter, incidentally, is in reply 
toa letter of July 8, 1957, addressed to you by the Comptroller General, 
which is included in the GAO report on this contract; 1s that right, sir? 

Mr. Hammonp. Yes, sir. 

General Tiurwan. I don’t know, sir. 

Mr. Harpy. Are you familiar with the letter of August 2 over the 
signature— 

General THurman. I don’t think I have ever seen it, Mr. Hardy. 

Mr. Harpy. Well, it deals entirely with a conference between you 
and Mr. Mark, of General Motors. 

General THurMAN. Well, we sent up some information to the Sec- 
retary’s Office, on which I assume this letter was based. I am familiar 
with the information we sent up. 

Mr. Harpy. There is a heap more in the letter than there is in the 
memorandum that was sent up. Where did that come from ? 

General THurman. I don’t know sir. I just haven’t seen this par- 
ticular letter, to my knowledge. I am familiar, of course, with the 
subject matter of the letter. I just don’t believe I have ever seen this 
particular letter before. 

Mr. Harpy. Well, it wasn’t prepared in your shop. 

General Tuurman, The letter was prepared in Mr. Sharp’s office. 
We sent up some material, and I think including a proposed draft of 
Mr. Sharp’s letter. 
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Whether this is the draft that we sent out or not I don’t know, Mr, 
Hardy, because I have never seen this particular letter before. If you 
will let me have a couple of minutes to read it over, I will tell you. 

Mr. Harpy. Why, surely. 

General Tuurman. All right, sir. This appears to be the same 
information we sent up to the Secretary. 

Mr. Harpy. I thought it would have to be. 

General THurman. Well, I was reasonably certain it was, but I 
couldn’t say categorically until I read it. 

Mr. Harpy. Yes. Iam glad you have your familiarity with it. 

Now, at the end of item 1 is this sentence, and it refers to the nego- 
tiation meeting which obviously was a negotiation for: this price 
redetermination on the 228 planes; is that correct? If you will look 
at item 1. 

General THurmMan. The last sentence in paragraph 1, is that what 
you refer to? 

Mr. Harpy. That isright. The last sentence of paragraph No. 1 says, 
and I quote: 

At that time the General Motors representative advised the Air Force nego- 
tiators that there was no possibility of revision for the 228 airplanes that were 
being firmly priced. 

General THourMAN. Yes, sir. 

Mr. Harpy. So General Motors advised the negotiators during the 
price redetermination negotiations; is that correct? Is that what you 
stated ? 

General THurMAN. Yes, sir. 

Mr. Harpy. Isthat correct, Mr. Loofbourrow ? 

Mr. Loorzourrow. Yes, sir. That was the information I was talk- 
ing about here, where I quoted this conversation we had in the 
meeting. 

Mr. Harpy. All right. Now, what was the reason that there could 
be no price redetermination with respect to those planes? Was it the 
time element ? 

General THurmMan. There may be a misunderstanding here, Mr. 
Hardy. Perhaps I misunderstand your question. But. this state- 
ment refers to statements made by General Motors at the time of the 
negotiation. 

Mr. Harpy. That is what I am talking about. 

General THurman. Allright, sir. 

Mr. Harpy. Th: at is exactly what I am talking about. So at the 
time of the negotiation, you knew that you were negotiating a firm 
price for that entire segment; is that correct ? 

Mr. Loorsovurrow. That is not the reference that is intended, I 
believe. 

Mr. Harpy. Well, it may not be what is intended, but isn’t that a 
proper—— 

Mr. Loorzrovurrow. In effect, we did know, because we knew our 
timing was such that we couldn’t make another call, that is, between 
us and the prime contractor. You are back to that, as I understand it. 

Mr. Harpy. Well, that is one element of it. 

Mr. Loorsovurrow. Right. 
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Mr. Harpy. But because of the time element it would have been 
impossible to make another determination anyway ; isn’t that correct ? 

Mr. Loorsourrow. That is right; yes, sir. 

Mr. Harpy. All right. Now, the second factor: Is that sentence 
intended to represent an expression by General Motors that their esti- 

mates are so accurate that there can’t be anything wrong with them ? 
Is that what that sentence is intended to convey ? What was the 
purpose of that, then? You said it wasn’t intended to convey the idea 
that you didn’t have the time element. 

Mr. Loorrovurrow. I think this refers to the dialogue that I talked 
about herea whileago. Let’s see it. 

General TuurMan. This sentence right here. 

Mr. Loorsovrrow. This all refers to outside material between the 
prime and the subcontractors. 

Mr. Harpy. That is what I am talking about. 

Mr. Loorsovurrow. So it has no relationship to our dealings—be- 
tween the prime and ourselves, that is, whether or not we could 
redetermine. 

This, I am confident, refers to the dialog that I gave you a few 
moments ago, where I asked them if there could be a call between 
themselves and their subs and if they would beat down their vendors. 
I was searching to see if there was any softness about these prices 
that were being called firm prices, see. 

And they replied—Mr. Middlesworth—well, first Mr. Richmond 
said, “No chance,” and Mr. Middlesworth, of General Motors, said, 
“Right; : for the next 228.” 

Iam confident that that is what this refers to. 


Mr. Harpy. So your notes show that their negotiators during the 
conference told you specifically that the prices for outside material 
were firm and could not be reduced. 

Mr. Loornourrow. That is right. 

Mr. Harpy. In the last sentence of item No. 6 in your letter, the 
letter of the Secretary, General, there is a similar reference: 


In this connection the contractor was questioned specifically during the nego- 
tiations and the contractor indicated at that time that there would be no 
redeterminations of price on items going into the next 228 planes. 

Now, I had construed that to refer to your subcontracts, rather than 
your first paragraph in the first sentence. 

Mr. Loorsourrow. I am confident they both refer to the same thing. 

General TuurmaN. They do, Mr. Hardy. The General Accounting 
Office letter to which this is a reply, as I recall, asks six specific 
questions. 

Now, in answering the six questions as asked, there was an overlap. 
I think that this refers to exactly the same point that you mentioned 
under item No. 1. 

Mr. Harpy. You think it is the same point ? 

General THurman. Yes, sir. We so understood it when we sent 
up the answer. 

Mr. Harpy. I believe we had testimony a while ago that a good 
many planes of this 228 segment were completed actually before you 


concluded the negotiations for the redetermined price; isn’t that 
correct ? 
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Mr. Loorzourrow. Yes,sir. Did yousay 210? 

Mr. Gorse. Yes. 

Mr. Loorsourrow. That isshop completed. It is not delivered. 

Mr. Harpy. Had been shop completed. So that, except for the 
problem of delivery, there was virtually no time for any possible price 
redetermination. 

Did your negotiators recognize that at the time of the negotiations! 

Mr. Loorzovurrow. They so stated here. 

Mr. Harpy. That there would be no time for any negotiations. 

Mr. Loorsovrrow. Right. 

General THurman. Sir, I believe there is an error here, confusing 
on our part, the first and second negotiation. I don’t think the 210 
had been delivered at the time of the first negotiation. Can you 
speak to that, Mr. Goebel ? 

Mr. Harpy. The testimony was that it had been delivered, shop 
completed. 

General Tuurman. I don’t think that many had been shop com- 
pleted. I may be in error, but I would like to get it straigthened out. 

Mr. Gorset. I would like to clear that up. The first negotiation was 
held during the week of September 7, 1954. At that time the con- 
tractor had completed the first 71 airplanes, as of July 1954. So 
there were relatively few airplanes of the second segment completed 
by the time of our negotiation, in September. 

General THurman. I think we were confused, Mr. Hardy. 

Mr. Loorsnourrow. Yes. 

General Trurman. As between the first and second. I believe the 
record will show—Mr. Courtney’s record of deliveries will show about 
what it was. 

Mr. Harpy. I was thinking in terms of shop completion and not 
on delivery, on this particular point. 

General TuHurman. There couldn’t have been a great many in that 
period of time, I believe. 

Mr. Harpy. In any event the only point I am trying to determine 
is what opportunity there was for a price redetermination before the 
conclusion of that contract, a price redetermination under the 90-day 
prov ision. 

General THurMAN. As between the Air Force and the prime ? 

Mr. Harpy. That is right. 

General Tuurman. You want me to answer, or Mr. Loofbourrow? 

Mr. Harpy. You can or Mr. Loofbourrow- inybods can answer it. 

Mr. Loornourrow. There just wasn’t any opportunity, because 
these things were happenings too close together. 

Mr. Harpy. Actually, the schedule—your scheduled completion 
would have run the contract out before the 90 days was up; wouldn't 
it? 

Mr. Loorrovurrow. That is what you get into on that 90-day call; 
yes, sir. 

Mr. Harpy. So that any suggestion that any overcharge could have 
been recovered if the Air Force had been alert to its invoices, could 
have been recovered through a subsequent repricing under the 90-day 
provision—any representation to that effect is misleading; is that 
correct ? 
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Mr. Courtney. A chronological impossibility. 

Mr. Harpy. If it was impossible, there can’t be any other answer. 

General THurman. Mr. Hardy, I don’t know whether “misleading” 
isa proper word. 

Mr. Harpy. If you want to sugar-coat it, General, I will be glad to 
accept any word you got. 

General Tourman. All right. As a practical matter, it just wasn’t 
possible. . 

Mr. Harpy. As a practical matter, also, General Motors knew it 
just as well as the Air Force; did they not? 

General THourMan. I don’t know, sir. 

Mr. Harpy. Do you think that the Air Force has a better idea 
about how long it is going to take General Motors to produce than 
they do? 

General Tuurman. Mr. Hardy, I can’t speak for the state of the 
knowledge or conscience of General Motors. 

Mr. Harpy. No; I don’t want to speak there. All right. 

I just want to pursue one other little aspect. I am trying to see 
where we stand. I want to understand what the attitude and the posi- 
tion of General Motors representative, Mr. Mark, was at the time of 
his conference with you on September 26, 1956. The memorandum 
signed by Mr. Loofbourrow on this conference has already been put 
in the record. 

I want to try, Mr. Chairman, if I can, to draw a comparison be- 
tween what this memorandum states—and I want to ask General 
Thurman to confirm it. 

Mr. Heperr. Yes. 

Mr. Harpy. I think maybe it would be a good idea to read it: 

General Thurman reviewed the criticism that has been leveled at GMC in 
the GAO report and the allegations from that report, that General Motors had 
withheld certain information regarding material costs from Air Force negotia- 
tors at the time of redetermination. He further questioned GMC on the state- 
ment of their price proposal, “the unit prices shown for material purchased from 
outside suppliers are firm and are supported by purchase orders.” 

That is paragraph 2 in your memorandum. Is that a factual state- 
ment, according to your memory, General ? 

General THurman. Yes, sir. 

Mr. Harpy. Item 3. I am quoting: 

Mr. Mark recognized that this statement could be misleading, but that there 
had been no such instances on the part of the General Motors. He further stated 
that there are many references to eae ited material costs” in the same docu- 
ment, indicated that all figures were GMC estimates of probable costs. 

Did he tell you that? 

General TrHturMan. That is my recollection; yes, sir. 

Mr. Harpy. Did he discuss with you the fact that he had actual 
costs ? 

General Tourman. Would you read that again, please? 

Mr. Harpy (reading) : 

He further stated that there are many references to “estimated material costs” 
in the same document indicated that all figures were GMC estimates— 
and you have “estimated” underscored— 


of probable costs. 


General TuotrMan. Now, would you repeat your question, sir? 
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Mr. Harpy. My question was: Did he emphasize that “estimates” 
and tell you that he had actual costs on most of those items? 

General Tourman. No, sir; I don’t think that he said that he didnt 
have actual costs. As I recall the conversation, he said that they did 
have some actual costs, but the figures stated in their proposal con. 
stituted an evaluated figure of how they thought it would turn out, as 


distinguished from what the prices they had at that time actually 
were. 


Am I clear? 

Mr. Harpy. Not too clear. 

General Tourman. All right, sir, let me put it this way, then. Iam 
giving you my understanding of what he said. 

Let me try to do it by example. If General Motors had had a 
price that was prospective with respect to one of its subs of $100, and 
they thought that they would have trouble with that sub before they 
got through and it would actually cost them $125, before they got 
through, then they would have entered $125 instead of $100, despite 
the fact that $100 was the price that was currently in effect at that 
time. 


Now, that was my understanding of what Mr. Mark was talking 
about. 

Mr. Harpy. Did you discuss specifically the Vendo contract that 
had been spelled out in the General Accounting Office report ? 

General TuHurman. I think I did. I would hesitate to say at this 
point in time categorically. I think I did. 

Mr. Harpy. I would like to know whether there was any repre- 
sentation that there was doubt about the Vendo contract and its per- 
formance, for this one reason: The price was shown in that itemiza- 
tion at $1,507.22 for the entire segment of 228, when actually they had 
a price which made that apply only to 68, and this same sheet showed 
a price of $399.50 applicable to the remaining 300 segment that was 
to follow. 

Now, there was nothing added to the $399.50 figure, which certainly 
indicated that there could be no question in General Motors’ mind 
about the performance of that contract or with respect to the 200, 
and it is your testimony that he told you that the only place that they 
added—let me ask you if he did tell you that the only place that they 
added anything to their actual was where they had reason to doubt 
that they could get them under the performance of that subcontractor. 

General THurmAn. I don’t recall whether that specifically applied 
to that contractor or not, Mr. Hardy. But in the letter that I wrote 
to Mr. Mark originally, which brought about this conference that is 
referred to there, I enclosed with my letter an excerpt or an extract 
from the General Accounting Office report which specifically referred 
to Vendo. I think I am correct in that. 

Mr. Harpy. Did you discuss with Mr. Mark the contract expectation 
that estimates were to be the best possible estimates and they were not 
to be a trading figure, where they had actual costs? 

General TourmMan. No, sir; I didn’t. 

Mr. Harpy. Mr. Chairman, I would like to contrast—I want to 
check this statement. If this is supported, I want to contrast it with 
what Mr. Gordon said. 

Continuing further from your memorandum: 


ca 


an 


al 


STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 2881 


In view of the fact that Government personnel made a detailed review and 
audit of material estimates as well as all other elements of cost, there should 
be no supposition that Government personnel considered GMC estimates to be 
firm prices. 

Did he tell you that? 

General THurman. It is in his letter, I think, to me. I think he 
told me that at the conference. You see, he wrote me a letter on the 
same subject as the conference, and it is a little difficult for me to tell 
at this late time what was in the letter and not in the conference, and 
what was in the conference and is not in the letter. It was in his letter 
to me, as I recall. 

Mr. Harpy. Did you discuss with him whether that applied to cases 
where he had actual figures and actual contracts? 

General THurman. I think so, Mr. Hardy. I was making my pitch 
more at $1,700,000 than I was in the individual subcontract. I was 
after $1,700,000 and not the amount of any individual subcontract. 

Mr. Harpy. If all the individual subcontracts that fall in this 
category add up to $1,700,000, the rest of them were just as important 
as the Vendo one ? 

General TrrurMaAN. Yes, sir. But the point is I was after the full 
amount. Also, I didn’t have information as to all of the subcontracts 
that made up the $1,700,000. 

Mr. Harpy. I would like to contrast that observation with the testi- 
mony of Mr. Gordon in here the other day. I asked him: 

Now, your estimates are supposed to be the best possible estimates that can 
be provided ; isn’t that right? 

Mr. Gorpon. Yes. 


And I said further: 


Your estimates are not supposed to be a trading proposition; are they? 
Mr. Gorpon. Not as estimates, no. 


And I said: “An estimate is supposed to be the best figure that you 
can give looking forward; is that right?” 

And he said : “Yes.” 

And I said: “Your contract provides for an estimate on an item- 
ization basis?” 

And Mr. Gordon says : “Right.” 

“And those items,” I said, “are supposed to be as nearly factual 
and as accurate as they can be?” 

And Mr. Gordon says, “Right.” 

Now, is Mr. Mark’s attitude about this refund conforming to Mr. 
Gordon’s testimony ? 

General THurRMAN. Yes, sir. 

Mr. Harpy. And he insisted that those estimates were right? 

General THurRMAN. He insisted that they were intended as estimates 
and were not intended to be the equivalent of actual. 

Mr. Harpy. Did you ask him if he had actual costs? 

General TrurMan. No, sir, I don’t think so, because the General 
Accounting Office audit revealed that there were actuals in their 
possession at the time. And based on knowledge gained from the 
General Accounting Office, I already knew it. Therefore, I don’t 
think I asked him. 

Mr. Harpy. Well. now, I asked Mr. Gordon about this point. I 
asked him specifically about whether or not he had responded as to 
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the provision of that particular comment of the General Accountin 
Office in the memorandum, and he indicated he wasn’t familiar wit 
that section of the General Accounting Office memorandum. Mr, 
Power specifically spoke up and he said he had not read the memo- 
randum himself. 

But it would certainly be your position, based on your conversation 
with Mr. Mark, that Mr. Mark was thoroughly familiar with the posi- 
tion which General Accounting Office had Vanes and was thoroughly 
familiar with the fact that the General Accounting Office had ques- 
tioned the ethics that were involved ? 

General THurMAN. Yes, sir. 

Mr. Harpy. And Mr. Mark sat at the table here the other day when 
we were questioning Mr. Gordon—and you were present, I believe; 
were you not ? 

General THuRMAN. Yes, sir. 

Mr. Harpy. So, if Mr. Power and Mr. Gordon were unaware of 
the fact that the General Accounting Office had raised a question of 
ethics and the principle that was involved, it is your testimony that 
Mr. Mark was aware of it? 

General THurMan. Yes, sir. 

Mr. Harpy. That is all, Mr. Chairman. 

Mr. Hésert. I just want to,ask one question there, because we will 
have to recess until this afternoon at 2 o’clock. We want to complete 
this afternoon with the general. We are trying to make it within 
your convenience, to do so, so you will be able to go back into your 
work. 

Mr. Loofbourrow, did I understand you to say that the General 
Motors’ position on its subcontracts was that there was no possibility 
of redetermination because it had included the same 90-day clause 
that was included in = prime contract ¢ 

Mr. Loorsovurrow. I don’t know the reason for that, sir. 

Mr. Héserr. Well, I mean Mr. Hardy read that sentence; is that 
correct ¢ 

Mr. Loornovurrow. Can you people verify that: They did have the 
90-day clause in their contract 4 

Mr. Héserr. That was said several times this morning. 

Mr. Loorsourrow. Oh, yes, it was said at that end of the table. 

Mr. Héserr. Now, that sentence, Mr. Hardy—will you read that 
sentence in which he told General Thurman—General Motors told 
General Thurman—that there was no possibility of redetermining 
the price? 

Mr. Harpy (reading) : 

At that time the General Motors representatives advised the Air Force ne 
gotiators that there was no possibility of a revision for the 228 airplanes that 
were being firmly priced. 

Mr. H&sert. Did I understand the testimony—— 

Mr. Kunn. Up or down. 

Mr. Héserr. Up or down. 

Mr. Harpy. Up or down. 

Mr. Héserr. Did that testimony have to do with any reference to 
a subcontract, possibly, that they could not redetermine because of 
the 90-day clause ? 
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Mr. Loorsovurrow. I would say that that would be the reason they 
-couldn’t make an immediate call. Ordinarily they wouldn’t make 
a call within 90 anyhow because they get information 

Mr. Héeerr. During the contract negotiation, it was brought to 
their attention the possibility —I think you used the phrase “beating 
down the vendor.” 

Mr. Loorsourrow. Beat down the vendor. 

Mr. Héverr. That is what you told General Motors, “beat down the 
vendor,” and General Motors’ defense or explanation was, “Well, we 
ean’t do that because of the 90-day clause and the 90 days has already 
passed,” is that your interpretation ? 

Mr. Loorsourrow. They didn’t say that at all. 

Mr. Héeerr. They don’t say a lot of things. It is what they don’t 
say that counts. 

I said, the interesting thing about all the General Motors position 
is what they don’t say, instead of what they say. 

Mr. Loorsovrrow. Well, they were making it clear to me that they 
were not going to make calls or were not in a position to make calls 
within the: period covered by this 228 airplanes. 

Mr. Heérnerr. And you drew from that the inference of the 90-day 
clause application ? 

Mr. Loorsourrow. It wouldn’t necessarily follow, because they might 
feel so sure of their pricing with their subs that they would assure 
me 

Mr. Hénerr. They were sure of the price because they had the actual 
figures. They knewit. I just merely direct my attention to that ques- 
tion, to the same type of presentation made by General Motors through- 
out this whole affair. If they had come out and said in exactly those 
words, “We can’t beat down our vendor because the 90 days has 
elapsed,” they would certainly be accurate in making that statement. 
But what they didn’t say was that the figure that they gave you and the 
actual cost was a differ rence of $1, 700,000 overpriced. I think it is 
interesting to examine all statements made in connection with what 
is half said—the half truth, as compared to the whole truth. 

Again, they were right in saying they couldn’t redetermine it. Of 
course they couldn’t. But they already had the actual cost in their 
pocket. And they knew what it was. 

Mr. Bares. Mr. Chairman. 

Mr. Heserr. Yes, Mr. Bates. 

Mr. Bates. I would like to ask Mr. Hammond a couple of questions. 

Mr. Hammond, when errors creep in or estimates are wrong, who 
bears the responsibility for it? You file notices of exception under 
the general accounts of advances to the disbursing office concerned ? 
Wherein does the responsibility le in such cases? Under contracts 
of this nature? 

Mr. Hammonp. Under contracts of this nature we generally do not 
take exceptions for these errors that are submitted and considered in 
negotiations. We review them and call them to the attention of the 
agency and to the contractor. But we do not generally take excep- 
tion to them. 

Mr. Bares. You mean that the one who actually writes the check 
ssumes no responsibility whatsoever for his action ? 
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Mr. Hammonp. I don’t get it. 

Mr. Bares. Well, somebody writes a check to General Motors, the 
disbursing office ? 

Mr. Hammonp. Well, if he writes a check to them in an amount in 
excess of what he was told to write the check for 

Mr. Bares. Well, does he have the responsibility for an audit of his 
own, as to the accuracy of figures? 

Mr. Hamonp. I don’t believe that the disbursing officer does in 
these cases. I am not real certain. 

Mr. Bares. Isn’t he responsible under his own general account of 
advances for the accuracy of the check which he writes? 

Mr. Hammonp. He is responsible to write it in the amount that he 
is told to write it in, is my understanding of it. 

Mr. Bares. Doesn’t he have to have supporting vouchers which he 
must verify ? 

Mr. Hammonp. He has—I think in this case General Motors’ bill 
on the basis of units delivered, and he wrote a check for the amount 
of each unit in accordance with the contract. 

Mr. Bares. Then who is responsible for errors and how does the 
Government get its money back? If this wasn’t a renegotiated con- 
tract, or if it wasn’t subject to renegotiation, how would the Govern- 
ment receive the money which is due to it ? 

Mr. Hammonp. Well, we have a man from our Legal Division here, 
who might help on that, Mr. Haycock. 

Mr. Haycock. Your question, Mr. Bates, was as to how an overpay- 
ment might be recovered ? 

Mr. Bares. Well, if there was an error in there, yes. Doesn’t the 
General Accounting Office file notices of exceptions ¢ 

Mr. Haycock. Yes, sir; on overpayments, that is correct. 

Mr. Bares. How do you determine an overpayment ? 

Mr. Haycock. If the contract call—the example you just gave. 

Mr. Bares. Yes. 

Mr. Haycock. If the contract called for a price of $250,000 per 
plane and the disbursing officer paid $350,000, this, of course, would 
be an obvious error, and exception would be taken for the $100,000, 

Mr. Bares. Now you are reliine about totals ? 

Mr. Haycock. Yes, sir. 

Mr. Bares. But how about the segments that make up that total 
figure? Is it up to him to check it? 

Mr. Haycock. The disbursing officer ? 

Mr. Bares. Yes. 

Mr. Haycock. In a case of this nature; no, sir. He has a firm, 
fixed pr ice determined at the redetermination table. 

Mr. Bares. Then who does have the responsibility for an error? 

Mr. Haycockx. Made during the course of negotiations? 

Mr. Bares. At any point. 

Mr. Haycock. There would be no responsibility for such an error 
if it were finally included in a negotiated price. Such an example 
did occur in this very case with respect 

Mr. Bares. That is the reason I am asking the question. 

Mr. Haycock. With respect to the projection of labor-hours. 

Mr. Bares. Right. 
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Mr. Haycock. It was an arithmetical error. 

Mr. Bares. That is the reason I am asking the question. 

Mr. Haycock. Yes, sir. But since the parties were negotiating a 
fixed price, the fixed price would prevail, in my opinion, regardless of 
such arithmetical errors that might have occurred unknown to either 
party. act 

Mr. Bares. So just negotiation itself covers the sin ? 

Mr. Haycock. Covers what, sir? 

Mr. Bares. The sin. 

Mr. Haycock. Yes. 

Mr. Bares. And excepting for renegotiation, then, which is an 
overall consideration, of all contracts by the Government, the Gov- 
ernment can’t get back any money wherein an error is made? 

Mr. Haycock. If it is due simply to an error unknown to either 
party, that is correct. 

Mr. Bares. Well, that is later discovered by General Accounting 
Office. 

Mr. Haycock. It makes no difference whether it is discovered by 
us or not, sir. 

Mr. Bares. Then there is no recourse, excepting through renegotia- 
tion process ¢ 

Mr. Haycock. In this particular contract, in an error of this na- 
ture; yes,sir. I would not call the terms an error. 

Mr. Bares. I am talking about any error, arithmetical or other- 
wise. 

Mr. Haycock. Well, I would hesitate to express an opinion cate- 
gorically. 

Mr. Bares. Well, as a matter of fact, the General Accounting 
Office does not file a notice of exception ? 

Mr. Hammonp. That is very true. 

Mr. Bares. That is correct? 

Mr. Haycock. That is correct, sir. 

Mr. Bares. Now, on this question of prepayment before the audit, 
that Mr. Gavin mentioned, how long would that take the General 
Accounting Office to perform # 

Mr. Haycock. Well, with the present staff it would be almost im- 
possible. 

Mr. Bates. Of course. So it would mean on especially small—any 
company would have such a tremendous financial burden they would 
probably all go bankrupt, wouldn't they ? 

Mr. Haycock. It certainly would be difficult to hold up all pay- 
ments. 

Mr. Bares. That is what happened to many companies during 
World War II. They had to go through so many agencies and sub- 
divisions to get paid, that—I know several of them went into bank- 
ruptcy because they couldn’t borrow any more capital until that 
particular amount outstanding had been determined. 

Mr. Haycock. Yes. 

Mr. Bares. That is the problem you would run into. 

Mr. Haycocx. I think that would be one problem. 
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Mr. Bares. Did we get into the record, Mr. Chairman, a profit 
figure which Republic for the level of production considered in this 
contract? We were to determine that. 

Mr. Kunn. Yes. 

Mr. Bares. I have no further questions, Mr. Chairman. 

Mr. Héserr. General, are you satisfied that this was a satisfactory 
contract? Are you satisfied? 

General THurMAN. It is a little difficult to answer that question, 
Mr. Courtney. Let me attempt to do so, if I may, without appearing 
to equivocate, because I don’t intend to. 

As a matter of fact, as a matter of hindsight, I think it would be 
a little bit stupid on my part, if not a lot, to say that a contract which 
actually turned out to include a lot more profit than was contemplated 
at the time was completely satisfactory in every detail. 

So to that extent, I think my answer would have to be “No.” There 
are a lot of things about any procurement that is of consequence as 
this was that you can pick flaws on, particularly on an after-the-fact 
basis. 

But when you look at it from the standpoint of quality of the item 
which was delivered—and I have checked with our quality-control 
people and the air-materiel area that was involved in the thing. I 
find that the quality was adequate. It was good, as a matter of fact. 

There was difficulty in deliveries. But when deliveries finally got 
going—and many of them were beyond the scope of the cap: tbility of 
the contractor to do anything about. When they finally got going, 
they delivered so that they finally delivered ahead of schedule. 

From a price sti indpoint, we operate under the law and under the 
armed services procurement regulations on the business of getting a 
reasonable price, regardless of how it turned out, in my opinion, a 
reasonable price was s arrived at when it is put in conjunction with all 
of the things existing at the time of the renegotiation. 

So if you ask if it was entirely satisfactory, I would have to answer 
you “No.” If I may answer it in terms ‘of delivery, quality, and 
price, I would say that it was a reasonably good procurement, despite 
the fact that hindsight shows that things didn’t go exactly as were 
anticipated. 

Mr. Héserr. Well, that you were not satisfied was indicated that 
you went bac k to General Motors to recover that $1,700,000, didn’t 
you? 

General THurMAn. Well, sir, in reading the report of the General 
Accounting Office—I am talking about their tentative report—there 
was certainly am implication of bad faith in there. 

Mr. Héserr. There was what ? 

General THurman. An implication of bad faith on the part of 
General Motors. 

Mr. Hérnerr. You do say there was an implication of bad faith on 
the part of General Motors? 

General THurman. As Tread the report. I felt that perhaps Gen- 
eral Motors would feel that it didn’t want to have any implication 
of bad faith and that it would want to lean over backward, perhaps, 
to insure that such an implication was removed. 
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I therefore requested this conference with Mr. Mark on that basis. 


And I told him how I felt about it. 


Mr. Heezerr. And they felt perfectly satisfied that they had been 
in good faith; is that it? 

General Tru RMAN. Yes, sir; I think the answer calls for a “Yes.” 

Mr. Hézerr. What is your opinion? Do you think they were in 
good faith? 

General Tururman. Well, that is difficult for me to answer, Mr. 
Courtney 

Mr. HiBerr . All right. 

General THurMAN. Just as it is difficult for vou—— 

Mr. Hénerr. It is not difficult for me at all. 

General THurman. Well—— 

Mr. Hiéperr. I think they were absolutely in bad faith. 

General TrurmMan. As I have listened to the testimony developed 
here. I think one could reach either of 2 conclusions—either of 3 con- 
clusions: One that there was bad faith: one is that there were errors 
involved that were not intended; and one is that the parties didn't 
quite understand each other. 

Now, which of those is the true one is something that I guess this 
committee has to determine. 

Mr. Hénerr. Well, just one second. Excuse me. 

Ott the record. 

(Confers with Mr. Courtney.) 

Mr. Heétserr. The committee will stand in recess until 2 o'clock. We 
hope to conclude this afternoon. 

( Whereupon, at 12:05 p.m., the subcommittee adjourned to 2 p. m.) 


AFTERNOON SESSLON 


The subcommittee reconvened at 2 p. m., Hon. F. Edward Hebert, 
chairman of the subcommittee presiding, with the following members 
present: Mr. Hess and Mr. Hardy. 

Mr. Hénerr. The committee will be in order ¢ 

General, we were discussing the contract this morning when we 
recessed, 

Now, to fill out the record—the reason that we wanted Colonel 
Thompson back here today—after the discussions of yesterday we told 
him he did not have to come, it was perfectly all right. 

However, in keeping with your request, which was denied you at 
the beginning, and that was to allow Colonel Thompson to take over 
the testimony and make his statement based on a reconstruction of the 
contract and his analysis of the contract, I would like for Colonel 
Thompson's prepared statement, which was not put in the record, 
to be read into the record at this time. 

General THurman. All right, sir. 

Mr. Htrnerr. If vou eA a copy of it? 

Gveneral THurman. I don’t hi ave a copy of it with me. 

Mr. Courtney. I have a copy, Mr. Chairman. 

Mr. Heserr. Will you give it to the general and will the general 

lentify the statement, which Tam sure he will | 
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General THurMAN. Yes, sir. 

Mr. Héserr. I presume you have previously read the statement. 

General THurman. I am familiar with it, and if the chairman 
wishes we can simply enter it into the record without reading it. 

Mr. Heéserr. No; I would rather it be read. 

General TourmMaNn. All right, sir. 

Mr. Héserr. General, may I ask you how this document was pre- 
pared, Colonel Thompson’ s document, and on the basis of what it was 
prepared ¢ 

General THurMAN. It was prepared as a result of the review of the 
contract files, including the negotiation memorandums, discussions 
held with the personnel who were directly involved, and a reconstruc- 
tion of events as growing out of that examination and those discus- 
sions. 

Mr. Héserr. And the Air Force’s position is the position as set forth 
in Colonel Thompson’s statement, which supplements the statement 
which you read the other day ? 

General THurman. That is correct, sir. 

Mr. He&serr. Is that correct? 

General THurmMan. | Nods. | 

Mr. Hésert. Would there be anything else to add to this statement 
that you know of? 

General THurMAN. I don’t think so, Mr. Chairman. 

Mr. Héserr. Nothing at all? 

General THurMAN. No. 

Mr. Hézertr. Will you please read the statement ? 

General THurman. All right, sir. 

We have reviewed the Comptroller General’s report to the Con- 
gress, No. B-125054, dated July 19, 1957, covering operations under 
Air Force contract AF33(038)-18503 with the BOP assembly divi- 
sion of General Motors Corp. This contract covered the procure- 
ment of F-84F jet fighter airplanes, which were developed by Re- 
public Aviation Corp. General Motors performed as a licensee. The 
arrangement was a result of the Korean emergency and brought Gen- 
eral Motors back into the airplane-manufacturing business for the 
first time since World War II. 

The contract, as amended, provided that General Motors would 
accomplish all preproduction work and special tooling, and manu- 
facture 599 airplanes, with 71 on “billing prices” which would be 
subsequently redetermined based upon actual cost experience. An 
additional 228 airplanes would be priced on a prospective basis at the 
time the first lot of 71 was repriced, and a third lot of 300 would be 
priced on a prospective basis after experience gained under the second 
segment of 228 airplanes. 

Last year we appeared before this committee to discuss our general 
pricing policy and to review with you the methods used in negotia- 
tions. You will recall the Air Force philosophy that maximum in- 
centive toward cost reduction can be best achieved by providing for 
firm fixed prices with contractors prior to performance of work. We 
believe that the use of cost reimbursement contracting, or pricing 
after costs have been incurred, should be limited to those situations 
where reasonable prices cannot be established. 
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The GMC contract was consistent with Air Force pricing policy. 
Since the contractor had not built airframes in this plant and since 
the F-84F was not yet fully proven, any attempt to obtain a firm 
price from outset would have resulted in the payment of substantial 
contingencies. The use of retroactive pricing for the first 71 airplanes 
was, therefore, the most reasonable approach to sound price. 

After completion of 71 airplanes, contractor presented its pricing 
proposal to the Air Force. This statement disclosed actual costs of 
the first 71 airplanes and contained estimated costs and prices for 
the following 228 airplanes. It developed that during the experience 
period, costs had increased by approximately 60 percent over those 
initially contemplated. The contractor had produced the in-plant 
work at a rate of 12.6 man-hours per pound as against an industry 
average of 6.6 hours per pound. This index is considered a measure 
of contractor’s overall efficiency. This is further borne out by the 
extent to which the cost of subcontractor work had increased during 
the initial period. 

In reviewing the experience of General Motors in the initial period 
we noted that it involved production of a newly developed airplane 
and particularly that this was a first production run by a licensee. 
However, because of the increase in cost over that considered reason- 
able by the Air Force, the technique utilized in pricing the follow-on 
portion was not tied primarily to the experience of this contractor. 

Projection of contractor’s experience would have resulted in a figure 
considerably in excess of the 24,697 direct labor hours requested by the 
contractor for the second lot. By utilizing other comparative data 
available on the fighter airplane industry, the Air Force determine? 
that 23,000 hours was a more reasonable estimate. This decision of the 
Air Force depended upon this contractor improving his learning so 
that direct labor hours would ultimately reach the efficiency of regu- 
lar airframe producers. Since the early experience of the contractor 
indicated that this goal was by no means certain, the negotiation of a 
price including 23,000 hours was considered sound. 

We stated before that we believe that firm prices will result in maxi- 
mum contractor responsibility and, therefore, lowest costs. The expe- 
rience during the second segment bears this out. The fighter industry 
average for this equivalent number of airplanes is 3.5 man-hours per 
pound. By improving the trend existing in the billing-price period, 
the contractor produced the second segment of airplanes at a rate of 
3.8 man-hours per pound. 

A second indication of the effect of firm fixed price on contractor 
efficiency shows up in subcontractor prices. Again reversing the trend 
existent in early production, contractor was successful in substantially 
reducing the cost of subcontractor material for this segment. 

The Air Force normally expects that the Government will obtain 
the benefits of cost reduction in the form of price reductions in for- 
ward pricing periods or in follow-on procurements. When nego- 
tiating in accordance with the incentive approach, it is recognized that 
actual performance will deviate from contemplated costs directly in 
proportion to the contractor’s own efficiency. This means that profit, 
or loss, is dependent upon the degree to which the contractor meets 
and solves situations which were uncertain at time of negotiation. 

Contractor’s proposal for the third lot, consisting of 300 airplanes, 
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was submitted at a price of $293,000 per unit or a reduction of ap- 
proximately $12 million from the prices that had been estimated at 
time of pricing the second segent. Thus the reduced costs of the 
contractor on the second segment. became an immediate gain to the 
Government in the proposed price of the follow-on lot. 

Negotiations of the third segment resulted 1 in a price of $271,165 
per airplane or an additional reduction of $614 million. This price 
was the result of utilizing a labor-hour eatimate consistent with ex- 
perience and on a basis related to the average of other producers in the 
fighter industry. 

Since the decision had been made to phase out this producer at 
the end of the 300-airplane lot, some complications arose as to the 
effect of phase-out costs. These become important since overhead 
continues even though production may decrease in a runout period. 
The Air Force determined that the contractor could complete pro- 
duction of airframes in May with final delivery after flight test in 
July. It was believed that overhead could be reduced beginning i in 
May. The contractor maintained that overhead would continue at a 
substantial rate into July and would continue on a decreased basis 
for several months thereafter. The contract price represented a com- 
promise between the two positions. Results show that the contractor 
delivered the last airplane on the 25th of May 1955; however, delivery 
of spare parts continued into October. 

The Comptroller General’s report indicates that General Motors 
earned profits in excess of those contemplated. The stated actual re- 
turn was 11.2 percent of sales price. Evaluation of the reasonableness 
of this profit should include consideration of the performance of the 
contractor, and the fact that General Motors did not utilize available 
progress payments but invested more than $100 million of its own 
money over a 3-year period. 

The Air Force believes that, in addition to considering costs and 
profits of our contractors, it is essential that consideration be given 
to value. Reasonableness of price should be measured by more than 
profit rate alone. We have therefore attempted to show you the sig- 
nificance of the negotiated prices, to indicate in some measure the value 
received. 

Mr. Hénerr, Now, General, did Colonel Thompson in any way indi- 
eate to you where the Government did not receive value? r mean, 
this statement stands for itself; does it not? 

General THurman. I am not sure I understand your question. I 
think the answer is “Yes.” 

Mr. Héperr. In other words, what I am asking is this: The com- 
mittee is familiar with Colonel Thompson. We have met him before 
and we are very cognizant of his ability. I think we both share that. 

General THurMAN. Yes, sir. 

Mr. Héperr. You and the committee. Now, in preparing this state- 
ment—as you say you discussed it, I presume, with Colonel Thompson. 

General THurman. Yes. 

Mr. Héserr. And know what it is. Did you presume merely to pre- 
sent to the committee one side of the coin or both sides of the coin, in 

order to give us an opportunity to evaluate what the true situation 
was In connection with this contract ? 

General THurMAN. Well, I think the only way I can answer that, 
Mr. Chairman, is that we attempted to give the committee the facts 
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as we saw them and the inferences as we saw them, without reference 
to one or the other side of a coin. If I properly understand your 
question. 

Mr. Héperr. Because I asked you this morning whether this was a 
satisfactory contract, and you indicated by your reply that there were 
so many elements that went into it that you couldn’t say it was or was 
not. I mean, you couldn’t come to a conclusion of finality on that 
question. 

General THurMAN. With respect to every single item involved ? 

Mr. Héserr. With respect to every single item. 

General THurMAN. Yes, sir. 

Mr. Héserr. Of course, what is impressed in this statement as well 
as other statements being made was the ability and the production 
and the performance of Genet ‘al Motors, which 1s certainly not in dis- 
pute before the committee. It is readily admitted, and the committee 
is among the first to admit that the General Motors did do a magnifi- 
cent job of production. 

General THurMAN. Yes. 

Mr. Héserr. But the question before the committee is, What price 
glory? Weare trying to ascertain that. 

Now, here—what I am trying to find out is—we are trying to arrive 
at the same goal. We want to know what the weaknesses and what 
the strength of these contracts are. Iam just wondering. Was any 
attempt made to discuss that part of the contract, even in hindsight, 
where there possibly could have been improvements and should have 
been improvements at the time of negotiation ? 

General THuRMAN. You mean have we discussed that? 

Mr. He&pserr. Yes. 

General THurmMan. Oh, yes, sir. 

Mr. Héeerr. You did not give the committee the benefit of that 
discussion, then, or do you assume that except for this statement—I 
mean this is your final conclusion, that you think the committee should 
be informed of; is that correct? 

General THurmMAN. I am not sure what you are driving at, Mr. 
Chairman. 

Mr. Hépsert. I am driving to find out, General, whether the com- 
mittee has been given the benefit of all conclusions or facts which is 
in your possession, after this exhaustive examination by Colonel 
Thompson. Now, we touched on it a little bit 

General TuHurman. I think the answer to that would have to be 
“No,” because in preparing an opening statement where it is recog- 
nized that there is going to be examination, you naturally don’t in- 
clude in that opening statement everything that has been discussed 
in the course of preparation of it. 

Now, in addition to statements and in addition to inquiries that are 
made on statements, when a congressional committee or a contractor 
or anyone else raises a question about any procurement we go back 
and arrive at some conclusions about that procurement. 

I don’t think we have ever had a congressional investigation that 
we haven’t been able to learn something from and project it forward 
into our practice in the future. The same is true of this. 

Mr. Heverr. Well, that is what I am getting at, that the committee 
has always learned or benefited from what they learned from the de- 
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partments. But the committee can’t come to its conclusion without 
full disclosure of what is in the minds of the department, that is all, 
Now, here is the sentence you have: 


The GMC contract was consistent with Air Force pricing policy. 


I think we developed yesterday that this was an unusual contract and 
that this particular contract is not in use to a great extent any more, 
At the time the contract was made with General Motors, as I recall 
the testimony—it was a phasing out of that particular contract, 
Wasn’t that correct ? 

General Tuurman. May I philosophize a little bit on that, Mr, 
Chairman? Ithink I can answer your question in doing so. 

Back during the war, when the war started, of course, we got into— 
I wasn’t associated directly in this business ‘at the time, but I know 
something about it, and everyone does—we got into a much larger 
aircraft program than anyone in this country had ever envisioned 
before that time. 


We were not prepared in terms of types of contract to meet that, 


situation. That I think is true pretty well across the board. 

We got to a very large extent into a cost-reimbursement type of 
operation as a result. And we operated to a very large extent on that 
basis during the war. 

Now, a lot of people, including various congressional committees, 
our own thinking, the General Accounting Office, and other people, 
criticized the use of CPF F-type contracts on an across-the-board basis 
because it is the picking-up-of-the-tab type of basis. While it has 
its place in procurement it should not be used where it is possible to 
use something more definitive. 

Now, after the war, in the course of trying to learn from what had 
occurred during the war, the services surveyed the experience and 
tried various and sundry different types of contracts. 

Now, one of the types that came out of those studies—there were a 
number of them subsequent to the war and during the latter part of 
the war—was a theoretical type of contract where you would start out 
on what was essentially a CPFF basis and then during the course of 
the contract convert it over to a fixed-price basis. 

Now, that became embodied in what we have called and has been 
known as a II-B type of contract. 

[am afraid, as happened sometimes, a lot of people got the idea that 
this was a panacea and it was the answer to all our problems. It 
turned out it wasn’t the answer to all of our problems, because the 
administration of the contract got so bogged down that we in effect 
turned in with, toa large extent at any r ate, a CPFF type of operation. 

Now, the profit r ates that have been associated with what was in- 
tended to be a fixed-price type of operation were on a different range 
than cost-reimbursement type of operation. 

During the period that preceded the Korean emergency and during 
the early part of the Korean emergency, we made another stab at 
attempting to put our contracting on a more realistic basis. And we 
came over to what we refer to today as an incentive-type contract, 
which is sort of halfway between the two extremes. 

Now, the incentive-type contract is no panacea, either. There are 
a lot of situations where, I feel, and a lot of people will feel that it is 
inappropriate, we use to use some other type. 
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Now, this contract was made—I think it is appropriate to point 
this out. I think I am correct in stating this. The Air Force went 
to General Motors on this. The General Motors didn’t come to the 
Air Force. I think I am correct in stating this. 

At any rate, it came about during a period when some of our con- 
tracts were being written on a II-B basis and some of them were being 
written on an incentive-type basis. 

Now, I have not checked to be dead certain, but I am reasonably 

certain without checking that other II-B contracts were written dur- 
ing and subsequent to this period. 
But by, oh, maybe 2 or 3 years later we had gotten agreement from 
virtually everybody, if not everybody, in the airframe business to 
change over to an incentive-type contract, which in turn had an effect 
on the range of profit that was inv bg ee 

Now, this was in that period. I don’t believe it would be accurate 
to refer to it as a unique contract. Because a number were being 
written. 

Mr. Hésert. Is this a II-B contract? 

General THurMAN. Yes, sir. 

Mr. Héserr. Do you think that was the proper contract to use ? 

Mr. Loorsovurrow. May 

General TuurmMan. Well, let me answer that Mr. Loofbourrow. 

Mr. Loorsovurrow. All right. 

General THurMAN. It was a reasonable type of contract. 

If I could look at it in the light of hindsight, I would say that an 
incentive type of contract w ould have been a better one. 

And the main reason is that we thought, on the basis of information 
then available, that we could fix a price, and that there were not sub- 
stantial contingencies involved. 

It turns out that nobody can say that that is unequivocally so. If it 
had been an incentive-type contract where unrealized, or unanticipated 
I should say, profits occur, then there would have been a division be- 
tween the contractor and the Government. 

Now, differentials in profit ranges recognize that difference in risk. 

Mr. Iféeerr. Well, do you think this is a sound pricing procedure, 
in this type of contract ? 

General THurmMan. Yes, sir; I think it is, in its proper circumstances, 
and I think this was a reasonable set of circumstances in which to 
employ it. 

Mr. Héserr. Then you think this contract is a sound pricing 
contract ¢ 

General THurman. From the standpoint of the type of contract; 
yes, sir. 

Mr. Héserr. Did anybody ever disagree with that opinion ? 

German THurmMan. Asto whether it was at the time? 

Mr. Héperr. Yes; whether it was a sound pricing contract. 

General Tuourman. I don’t know, sir, whether anybody at the time 
disagreed with it or not. 

As of now, I would disagree with it. 

Mr. Héserr. Well, would you agree with this statement : 

“The use of predetermined profit rates is not consistent with good 
pricing policy y. 

General THurMan. Yes, sir. 

Mr. Héperr. You would agree with that ? 
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General THurMaN. Asa basic principle; yes, sir. 

Mr. Héserr. “The negotiation of a contract type prior to accom. 
plishment of the overall pricing negoitation is not a sound pricing 
procedure.’ 

General THurman. In the abstract, yes, sir; I would agree with it, 

Mr. Héserr. Well, wasn’t it this kind of a contract ? 

General THurMAN. Yes, sir; but the type of contract depends on the 
procurement situation that is involved. Asa matter of general policy, 
certainly as of now, knowing what I do now, I think that a different 
type of contract would have been better here. As a general principle, 
it certainly is not a good idea to agree in advance of negotiations 
either on a fixed rate of profit for bid purposes or on the type of con- 
tract, because those are things that should be negotiated in the course 
of the contract. 

Now, different circumstances may produce different results and 
justify exceptions. 

Mr. H&serr. Well, that being true, then this type of contract, even 
in hindsight—I will say in hindsight, was not the proper contract! 

General Tuurman. Oh, I think you are bound to reach that con- 
clusion. 

Mr. Heserr. All right. Now, let’s reverse the order and say: 
Based on the premise of what I have just stated, which existed at the 
time, then it still wouldn’t have been a sound contract if you used 
those policies of pricing, would it ? 

General THurmMan. | am afraid you got me confused, Mr. Chair- 
Wah. 

Mr. Hérerr. Well, I am trying to establish just a conclusion, that 
is all. 

Now, let us take our premise. I will make this statement on the 
premise of a contract. “The use of predetermined profit rates is not 
consistent with good pricing policy. The negotiation of a contract 
type prior to accomplishment of the overall pricing negotiation is 
not a sound eearen st : 

Now, that isa statement of policy, isn’t it? 

General] Tat rman. Yes, sir; and in the abstract I agree with it. 

Mr. Hererr. That is just as true today, in 1957, as it was the day 
that this contract was entered into; is that not correct ? 

General TrurmMaNn. Yes, sir. But I hasten to add that today, or 
then, or 10 years in the future, conditions exist which would justify 
an exception to that, or any other policy, almost. 

Mr. Hernerr. You think a condition existed then justifying this 
policy with General Motors? 

General TuurmMan. Well, I would say it this way: That under the 
circumstances which then existed, this type of contract and the agree- 
ment reached with respect to profit rate was not wholly unreasonable. 

Mr. Héserr. Would you agree with this statement: “This contract 
got off on the wrong foot by an agreement with the Chief of the 
Procurement Division, AMC; with the General Motors Corp. to (1) 
use a profit rate of 8 percent and (2) to use a form II-B-type contract.” 

General Tuurman. In the light of the way that things turned out, 
yes. As of then, that is not necessarily so. Now, you apparently 
are reading from an internal memor: andum that was given to me at 
my request, and I inadvertently left it in this room ‘the other day. 
It has not been asked for by the committee or given to it. 
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Mr. Hénertr. Well, I would say this, General: The committee can’t 
ask for things that it doesn’t know exist. Now, I have given you 
every opportunity today to present that memorandum. I think the 
committee should have the benefit of the memorandum to which you 
refer. I think it should be put on the record. 

General Tuurman. W ell, you apparently have it, Mr. Chairman. 
I left it here inadv ertently.. ‘T certainly have no objection to it being 
entered in the record. 

Mr. Hésert. I don’t oa whether you left it here inadvertently or 
not. I have a copy of it. At least I didn’t find it inadvertently. 
What I am trying to diveliip: 4 is the fact why wasn’t the committee 
given the bene fit of this memorandum ? 

General TuurmMan. Well, [ think I can answer that. 

Mr. Héserr. Because it is very enlightening in trying—we are try- 
ing to find out exactly what is in this memorandum, which we were 
not given the benefit of and to which I gave you every opportunity 
toadd and advance on Colonel Thompson’s statement. 

General THurmMan. I am sorry, I did not know what you were 
driving at. 

Mr. Héserr. I couldn’t have been more clear. I asked you if that 
was the statement and asked you if you had anything to add to it, and 
you said “No.” 

General THurMan. Well, let’s find out what you are driving at. 
There undoubtedly are other pieces of paper that are pertinent to this, 
Mr. Chairman, that have not been given to the committee, because 
either they were “* requested or it never occurred to anyone to do it. 

Mr. Héserr. I didn’t ask whether you were Santa Claus, either. 
So you don’t have to deny that. All I am trying to find out—you 
know, General, as well as we, what we are trying to arrive at. The 
document prepared by Colonel Thompson was a document which only 
showed the bright side. It showed none of the criticism of the con- 
tract. Now, if we are going to discuss these contracts and find out 
where negotiation falls down, if there is negotiation at all, the com- 
mitte should be allowed to have all the facts. Let me ask you if you 
agree with this statement. 

General TuurMAN. Yes, sir, all right. 

Mr. Héserr. “The contractor’s experience in the initial period indi- 
cated that unrealistic estimates were utilized in negotiating billing 
prices. This was, no doubt, due to placing an undeveloped airplane 
in produc tion in a new plant and was fairly common during Korea. 

Do you agree with that ? 

General TuurMman. I think so, yes, sir, to the best of my knowledge. 

Mr. Hénerr. Of course, that has been one of the big discussions in 
the committee, about the contractor’s experience indicated that un- 
realistic estimates were used in negotiating. 

General Tuurman. I think that refers, Mr. Chairman, to the initial 
estimates at the outset of the contract. That is the way I interpret 
it, at any rate. 

Mr. Héserr. You said they were unrealistic. All right, you agree 
with that. 

“C. The validity of the bill of materials used for projection of the 
228 airplane segment is questionable.” 
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General TuurMANn. Certainly, it has been questioned by the General 
Accounting Office. 

Mr. Hésert. Well, not “has been questioned.” This is the discussion 
you had. Do you agree it is questionable ? 

General THurman. In the sense that I said, yes, sir. 

Mr. Héserr. And the sense you tried to get the $1,700,000 ? 

General THurMAN. Surely. 

Mr. He&serr. That is correct. We developed that, anyway. 

“There is an indication that the placing of an emergency airframe 
program in a non-airframe-producer’s plant results in high man-hours 
per pound in the initial period. This was true at BOP and also at 
Ford. Since learning curves tend to meet the same point far out in 
the production run, the curves of these producers should be expected 
to decrease at a steeper percentage than the curves of regular airplane 
producers. It may be impossible to sell the steep curves that actually 
occur to the automobile people, but I believe that it is a sound and 
reasonable theory and it should be developed further.” 

Do you agree with that ? 

General THurman. Yes, sir. But I think that it has reference to 
the pitch of a learn curve near the beginning of a contract delivery. 

Mr. Heéserr. But yet there was an ascending curve, wasn’t there, 
on the man-hours, when the negotiators sat down ? 

General THurmMan. Ascending 

Mr. Heeerr. An ascending curve? 

General THurman. Well, there was perhaps an ascending curve 
at the very end, as there always is on a runout period, but certainly 
there was not an ascending curve during the major portion of pro- 
duction. 

Mr. Héserr. Thisis very important now. [Reading:] 





It is indicated that local Air Force personnel discovered in spare-parts 
analysis that prices of materials had been adjusted downward, but the results 
had not been posted to inventory pricing cards. These cards were the source 
of bill-of-material data. There is no indication that local personnel were aware 
of the significance of this fact or that any report was ever made to pricing 
personnel even though it might have been utilized as late as the price redeter- 
mination of the third segment. 

General THurman. As I recall, this memorandum was written be- 
fore Colonel Thompson had talked to some of our local personnel who 
are here. I think that that isn’t accurate. You may wish to address 
some questions to—— 

Mr. H&ézert. When did Colonel Thompson talk—I thought Colonel 
Thompson made an exhaustive study of this whole matter? 

General THurman. That exhaustive study, Mr. Chairman, has gone 
on up to the time he left here the other day. 

Mr. H&érerr. Well, I know that. The memorandum was written on 
the 13th of August of this year. 

General THurmMan. That is correct, sir. 

Mr. Héserr. And if it is an exhaustive study—and the statement 
prepared here was written on August 15. Did he make the exhaus- 
tive study that he said he made and really look into this contract ? 

General Tourman. Oh, I think so; yes. 

Mr. Héserr. All right, then. Now that statement there is a very 
significant statement. It means a great deal, that the Air Force did 
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not avail itself or did not have in its possession or did not attempt 
to find out what these actual prices were. That is an indictment from 
Colonel Thompson against the negotiators. 

General THurman. Well, sir, I am not sure that that would follow. 
But insofar as anything being exhaustive—when you are attempting 
to delve into something that happened 2 years ago—— 

Mr. Héserr. All right. 

General THurman. As you go along, you discover new implica- 
tions that you haven’t covered, even though it may have been an ex- 
haustive study. 

Mr. Héserr. Well, that was indicated in the General Accounting 
Office report, General. 

General THurMan. What was, sir? 

Mr. Heéperr. That the Air Force was inadequate. 

General THurman. In what regard? 

Mr. Hépsert. And it had failed to explore these actual costs. 

General Tourman. Well—— 

Mr. Hésert. That would be one of the very first things, it seems 
to me, that a man making an exhaustive study would direct his atten- 
tion to. 

General THurman. I think we are talking about two different 
things, Mr. Chairman. 

Mr. Héserr. The General Motors charged they had access, but the 
conclusion of the General Accounting Office was that the Air Force 
had contributed to this overcharge. 

General THurman. I think we are talking about two different 
things here. Can you shed some light, Mr. Loofbourrow ? 

Mr. Loorsovurrow. We are talking about two different segments, if 


I heard that correctly. Will you please reread that, in the latter 
part where they made the reference. 

Mr. Hépserr. Read it. 

Mr. Courtney (reading) : 


It is indicated that Air Force personnel discovered in spare-parts analysis that 
prices of materials had been adjusted downward. 

Mr. Loorsourrow. That is right. 

Mr. Courtney (reading) : 

But the results had not been posted to inventory pricing cards. These cards were 
the source of bill-of-material data. There is no indication that local personnel 
were aware of the significance of this factor that any report was ever made to 
pricing personnel, even though it might have been utilized as late as the price 
redetermination of the third segment. 

Mr. Loorsourrow. That is the third segment. That is what I 
wanted to get at. 

Our people did discover this after the negotiation for the 228. 
And TI believe that in adjusting, in working with General Motors on 
this bill of material on the third segment, that they made doubly 
sure that all of these things were taken into account. 

Mr. Courtney. How do you make that 

Mr. Loorsourrow. I don’t like to reverse Colonel Thompson in what 
he said. But let’s verify it with the men who were there, | mean—— 

Mr. Courtney. No; excuse me, let’s finish with the witness. 
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Mr. Hézerr. We will go back. 

Mr. Courtney. In the light of your statement, how then do you 
interpret these words: “as Tate as the price redetermination of the 
third segment,” indicating very plainly that the information which 
was available was not posted on the inventory pricing cards earlier 
than the third segment ¢ 

Mr. Loorsourrow. Well, the question on the thing is whether or not 
our people truly got the benefit of that in the pricing of the material 
on the third segment, and based on my understanding of what they 
did, they did get the benefit of that on the third segment. And they 
didn’t discover it until after the second segment h: id been priced. 

Mr. Courtney. Well, there is nobody debating that. This charge 
is that the pricing information was discoyered on the spare parts price 
analysis, that the prices had been adjusted downward, but the results 
had not been posted to inventory pricing cards. These cards were 
the source of the bill-of-material data. 

There is no indication that local personnel were aware of the sig- 
nificance of this effect, or that any report was ever made to pricing 
personnel, even though it might have been utilized as late as the third 
segment. 

Mr. Loorgsourrow. I think I have given you an answer to that, sir. 

Mr. Courrney. All right, Mr. Chairman. 

Mr. Hepserr. Now, the other paragraph—we will develop these 
more as we go along. 

Mr. Loorrovurrow. All right. 

Mr. Héperr (reading) 

General Motors was permitted to complete deliveries in May of 1955. There 
is no evidence that Air Force personnel considered any price change when 
permitting the contractor to accelerate from July to May. 

Is that correct ? 

General TuurmMan. Yes, sir. I understand it to be correct. But 
it also should be recognized which—I don’t know whether Colonel 
Thompson knew at that time or not that the agreement to accelerate 
was a part of the redetermination agreement. 

Mr. Héserr. That is right. 

General Tuurman. And I do not believe—I will have to be cor- 
rected if I am wrong on this, but I do not believe that any particular 
acceleration was specified then. It simply permitted to accelerate. 
Am I wrong on that ¢ 

Mr. Courrney. May I ask a question of you?  Isn’t it a fact that 
the adjustment that was considered in the price redetermination was 
an adjustment from the scheduled deliveries of August 1955 up to 
July 6,1955% And what Colonel Thompson is speaking here is the 
further adjustment of the schedule and the further acceleration of 
the schedule, after the initial acceleration which was considered at 
the time of the third segment. 

General Trurman. No, sir; that is not my understanding. My 
understanding is that at the time- 

Mr. Courtney. Let me ask you— 

General TuourMANn. Let me finish, please, as to what my understand- 
i] 1g IS. 
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At the time of the redetermination of the third segment, there was 
an agreement that the contractor could accelerate without any specifi- 
cation as to what he would accelerate to. 

Now, in the pricing, the pricing was based on the assumption or on 
the agreed position that it would run into July. But I don’t think 
that the schedule called for acceleration to July. It called for accel- 
eration, period. That is my understanding. 

So that the point, while perfectly true as a matter of abstract prin- 
ciple, perhaps, has no application here, because the facts don’t fit. 
That is my understanding. 

Mr. Courtney. Any other questions, Mr. Chairman ? 

Mr. Hésverr. I have no further questions. 

I would like for you, Mr. Courtney, to examine him—— 

General THurMAn. Beg your pardon? 

Mr. Hézerr. I am speaking to Mr. Courtney, General. 

The only thing I want to make abundantly clear, General, is that we 
are supposed to be members of the same team in these instances, and 
the only way we can is to cooperate. Everything that we do is not 
letter perfect, and we are certainly subject to criticism, and we open 
ourselves to criticism. 

At the same time, the Armed Forces—we recognize certain existence 
of certain peculiarities, perhaps, in regulations, and so on. We are 
trying to arrive at the same goal. But we can’t unless we are open 
with each other, and instead of defending—which I have found has 
been the policy and not the exception, particularly the years of this 
committee. The policy is to defend, never to admit. 

Now, here is a very important matter. I think the committee should 
have been given the benefit of what the opinion of the Air Force was 
in connection with the shortcomings of this particular contract. On 
the contrary, we were not given the benefit of that opinion. 

We have consistently set up here during the whole-time the Air 
Force has been on the witness stand trying to draw from them certain 
specifications of what was wrong with this contract. All we got in 
reply was: “General Motors is stupendous. General Motors is phe- 
nomenal. General Motors did a magnificent job.” 

We all agree to that. We know they did. ‘We wouldn’t expect 
them to do anything less. What we want to find out is what criticism, 
what constructive criticism, can be made in order that we can seek 
perfection. And we can’t do it unless we know that there are short- 
comings. But the whole attitude of the Air Force, until this morning, 
has been that this contract was all right and we did the best we could 
under it. I had no shortcomings expressed at all. 

General THurMAN. Mr. Chairman, let me address myself to that 
statement, if I may. 

Mr. Héeerr. Certainly. 

General THuRMAN. Because I am somewhat troubled by some im- 
plications of the statement. 

I think that we would be remiss in our duty to you and us and all 
the rest of us if in the course of preparing for your inquiry into any 
matter we did not explore all of the possibilities involved. 

Now, in the course of exporing possibilities involved you accept 
some and reject others. We did that in this case. Now, there are 
other pieces of paper, I suspect, that are available which discuss pros 
and cons of various questions that have come up. 
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Now, as a result of discussing pros and cons, you come to a conclu. 
sion, just as we come to a conclusion. The conclusions that we have 
come to are the result of all these discussions. This piece of paper 
represents part of those discussions. 

Mr. Héserr. The significant thing there is that this piece of pa- 
per—the first page of it is exactly what the Air Force s is, which is the 
good side of the coin. 

In the second page which is attached to it nothing is said about it in 
that sheet, which is the critical side. 

Mr. Harpy. Mr. Chairman, are we talking about the memorandum 
signed by Colonel Thompson ? 

Mr. Héverr. Yes. That is what I am talking about. There you 
had the document in your hand, presented by your own expert. And 
you only gave to the committee ‘half of the piec e, which was the good 
side. The critical side was not given to i committee at all. 

General Tuurman, I find my self unable to agree to that, Mr. Chair. 
man. When you asked me this morning what I thought ‘of the pro- 
curement—I can’t remember my exact Tanguage, but I think I said 
that in this as in almost any procurement you could find as an after- 
the-fact proposition 

Mr. Heperr. That is right. 

General THurMAN. Things that you would criticize. 

Mr. Hésert. That is correct. 

General THurMAN. That is true of this procurement. 

If the chairman had asked me what was the result of the things I 
would have criticized, I would have been very glad to state them, and 
will now. 

Now, I have been coming up to these hearings for some time. I 
have tried to be, and I think I have been, as frank as I know how. I 
don’t think there has been any difference in the presentation of this 
case, Mr. Chairman. 

Mr. H&zerr. Well, it is interesting for us to know that that has been 
the presentation in the past, so we can look at some other things in the 
future. I believe you have been frank. I believe you have been pro- 
tecting your interests. I don’t want to debate it with you, General. 
But it is a criticism that I have. And we are entitled to our opinion. 
The Armed Forces come up here again and again and not admit, but 
only defend. On only one occasion have they ever admitted. 

Genet ‘al THurMAN. I can specify one case where I, for one, among 
other ot for the Armed Services, have said we were in error, 

Mr. H&perr. I said one case. 

All right, Mr. Gomer 

Mr. Courtney. Mr. Chairman, so the record may be fully clarified, 
may I read the first paragraph, numbered “A,” on page 2 of this 
memorandum, and ask the general a question ? 

The paragraph reads: 





A. This contract got off on the wrong foot by an agreement between the Chief 
of the Procurement Division, AMC, with the General Motors Corp. (1) To usea 
profit rate of 8 percent, and (2) to use a form 2-B type of contract. The use of 
predetermined profit rates is not consistent with good pricing policy. The nego- 
tiation of a contract type prior to accomplishment of the overall pricing 
negotiation is not a sound pricing procedure. 
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The question is, General, who was the Chief of the Procurement 
Division, AMC, at the time this contract was agreed upon? 

General Tuurman. I think that Gen. Phil Smith was. I am not 
sure. 

But, Mr. Courtney, I think we must look at the context 

Mr. Courtney. Well, I have only asked you that single question 
now. 

General TuurMan. I know, sir. But I believe in fairness, I must 
expand on it. 

This agreement was made, I believe, after the Korean war had 
started, when there was a general search to expand our aircraft base. 

In occasions like that and circumstances like that, when we have an 
enemy on our heels and we have to try to fight them, you don’t always 
invoke the best pricing policy in the world. Frequently, conditions 
are such that you can’t do it. 

Mr. Covrrney. Well, isn’t it true that occasionally the contractor 
will be adamant, as has been spoken of here, and insist upon the fixed- 
price redetermination contract 

General TiturmMAN. Yes, sir. 

Mr. Courrney. Have you made any inquiry to learn what the posi- 
tion of General Motors was in this instance as to the type of contract 
and the rate of profit it would insist upon in the negotiations as a 
part of its agreement to accept this contract? 

General Trurman. No, sir: I have not, because I couldn’t see 
where it would contribute to the situation. If it will, I will endeavor 
to do so. 

Mr. Courrney. Those are are the only two questions I had. 

Mr. Héserr. No other questions / 

Mr. Hardy ¢ 

Mr. Harpy. I have none. 

Mr. Heéverr. Mr. Hess ? 

Mr. Hess. No. 

Mr. Courrney. Mr. Chairman, I take it the whole memorandum 
may be made a part of the record. 

Mr. Hftperr. Made a part of the record. 

(The memorandum referred to follows:) 

Avueust 13, 1957. 
Memorandum for: General Thurman. 
Subject: Evaluation of Contract No. AF33(038)-—18503 General Motors Corp., 

BOP Division. 

Question : Was this a good procurement? 
Answer: Yes, based upon evaluation of quality, delivery, and price. 
1. Quality 

Mr. Marts, MCQ, reports that General Motors produced a good quality aircraft 
and maintained a production facility as good as the average in this industry. 
They were considered better than Republic. He stated further that contracts 
with using commands revealed that there were fewer problems on BOP aircraft 
than on those manufactured by Republic. Colonel Graalman, who was director 
of procurement and production at the prime AMA, endorses the comments of 
Mr. Marts. 

2. Delivery 


Contractor did not meet the delivery schedule originally contemplated but 
this was no different from many other contractors who were given large programs 
and unrealistic schedules in the early days of Korea. Contractor did substan- 
tially meet the realistic delivery requirements which were later agreed upon 
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except where the Government failed to meet its obligations in the engine and 
GFAE area. On the basis that this procurement is only being evaluated insofar 
as General Motors is concerned, it is believed that delivery requirements were met 
in an acceptable manner. In addition, the use of a dual-purpose plant for the 
first time was successfully accomplished, and there was available to the Govern- 
ment a substantial base for expansion should the need have arisen. 

8. Pricing 

Price is considered reasonable based on value received by the Government 
in comparison with the design contractor’s price and with the average cost of 
other airplane producers. The pricing technique is considered adequate based 
on the accomplishment of a fixed-price contract in a very difficult pricing situa- 
tion. The fixed-price arrangement resulted in maximum cost reduction and had 
the program continued as originally planned would have resulted in great savings 
to the Air Force. Despite the fact that the pricing of this contract is considered 
adequate, there were several apparent breakdowns in gaining and communicating 
knowledge which might have made the pricing more satisfactory : 

(a) This contract got off on the wrong foot by an agreement between the 
Chief of the Procurement Division, AMC, with the General Motors Corp. to (1) 
use a profit rate of 8 percent and (2) to use a form ILB-type contract. The 
use of predetermined profit rates is not consistent with good pricing policy, 
The negotiation of a contract type prior to accomplishment of the overall pricing 
negotiation is not a sound pricing procedure. 

(0b) Contractor’s experience in the initial period indicated that unrealistic 
estimates were utilized in negotiating billing prices. This was no doubt due 
to placing an undeveloped airplane in production in a new plant and was fairly 
common during Korea. 

(c) The validity of the bill of materials used for projection of the 228 airplane 
segment is questionable. 

(d) There is an indication that the placing of an emergency airframe program 
in a non-airframe-producer’s plant results in high man-hours per pound in the 
initial period. This was true at BOP and also at Ford. Since learning curves 
tend to meet the same point far out in the production run, the curves of these 
producers should be expected to decrease at a steeper percentage than the curves 
of regular airplane producers. It may be impossible to sell the steep curves 
that actually occur to the automobile people, but I believe that it is a sound 
and reasonable theory and that it should be developed further. 

(e) It is indicated that local Air Force personnel discovered in spare parts 
price analysis that prices of materials had been adjusted dowuward, but the 
results had not been posted to inventory pricing cards. These cards were the 
source of bill of material data. There is no indication that local personnel 
were aware of the significance of this fact or that any report was ever made 
to pricing personnel even though it might have been utilized as late as the price 
redetermination of the third segment. 

(7) General Motors was permitted to complete deliveries in May of 19565. 
There is no evidence that Air Force personnel considered any price change when 
permitting the contractor to accelerate from July to May. 

GrorGE W. THOMPSON, 
Lieutenant Colonel, USAF, Chief, Pricing Staff Division, Deputy 
Director, Procurement. 


Mr. Hépeerr. General, there is one other thing I wanted to clear 


up, too. In your opening statement the other day you made this 
statement: 


At the outset I would like to take advantage of the fact that this is a hearing 
on an airframe contract, to express to the committee the gratification of the 
Air Force growing out of the report submitted by this committee after its 
hearings of last year on profits of 12 contractors in the airframe industry. We 
were very glad to read the entire report. Particularly we were gratified at the 
following conclusion: “The subcommittee concludes on the evidence that there 
has been no showing that on the average the profits allowed are excessive, and 
we have viewed the industry represented by these 12 major producers as a 
whole, and our conclusion relates to them as a whole, and it is our opinion that 
the Government is getting substantial value.” 

I want to get the record to show that this contract was not included in those 
eonelusions. This contract was not before the committee at that time. And 
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the reason why it was not before it was given before. So, while we accede 
and tell you that on the basis of the hearings last year we do say that the 
Government got its money’s worth. 

General THurmaNn. I am sorry, I must have misunderstood, Mr. 
Chairman, because I thought that the committee counsel stated the 
other day that it was as a part of the data submitted during the 
course of that hearing that he raised the question with the General 
Accounting Office. 

Mr. Heézert. No, sir. 

Mr. Courtney. It is not—General, it is not in the published pro- 
ceedings of this committee, and this contract was not comedian te 
the committee in open session. 

Mr. Héserr. It is not in the evidence. 

Mr. Courtney. It was expressly reserved. 

General THurMAN. It was considered, I thought the 12 airframe 
prodcers was primarily concerned. And this company was not one 
of them; isn’t that correct ¢ 

Mr. Courtney. That is correct. 

Mr. Hépsert. Yes, but on the evidence, this company was never in- 
jected into the airframe investigation until after the General Ac- 
counting Office had made its report. So, while—I don’t blame you, 
again, for accepting the accolade. 

General THurMAN. We were pleased to have it. 

Mr. Héperr. I want to keep the record straight that it does not 
include this particular contract. 

Mr. Courrney. Nor does it include fixed price redeterminable con- 
tracts, Mr. Chairman. 

Mr. Héserr. That is correct. 

Here in your statement, after discussing the savings which the 
(rovernment made, you make this statement : 

Let me illustrate what I mean with respect to figures in this case, which already 
have been entered into the record. At the time of the negotiation of the second 
segment of this contract, which was based on experience on the first 71 aircraft 
and projects for the next 228, the parties agreed to a total price for the third 
segment of $97,500,000. This price was subject to redetermination at the conclu- 
sion of the 299th aircraft, which would be based on efficiency or lack of efficiencies 
of the contractor as demonstrated in his production of the second segment. 

After production of the second segment, the parties redetermined the price 
of the third segment and lowered the price to $81,350,000, a difference of over 
$16 million. In other words, the efficiencies of the contractor under this fixed- 
price segment of the contract produced a direct saving to the Government in 
excess of $16 million of what appeared to be a reasonable price for the third 
segment at the time of the negotiation for the second segment. 

On that line of reasoning, General: If the contractor walked in 
and wanted $91 million on these packed and padded figures, which 
they did go to the table with, then you could have claimed a savings 
of $26 million to the Government. 

General Trurman. No, sir; I referred to the prices we came out 
with. 

Mr. Héserr. I know, but as it develops how this was negotiated 
and as we are developing what appears to be the facts and in three 
specific instances where the contractor had padded his figures, if he 
had padded the figures higher you could have come out with a greater 
saving, in your interpretation, to the Government, which actually 
would not have been a saving? 
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General TuHurman. If you can assume that there would have been 
more padding and that it would not have been discovered, perhaps s0, 
yes, sir; perhaps so. 

Mr. Hererr. So I don’t see—I am just wondering if the figures— 
and it developed that the padding was to the extent on the 3 segments 
of over $17 million. 

General THourman. Maybe I didn’t make myself clear Mr. Chair- 
man. 

Mr. Hénrerr. Over the contemplated rate of profit. 

General Trurman. Maybe I didn’t make myself clear. What T in- 

tended to try to get across is this: That on these redetermination. 
type things— and the same thing is true on incentive because it is 4 
variation of pattern, is all—you set up a target pr ice in the incentive 
and you set up a fixed price in the redeterminable of this type. 

Now, the extent to which that price gets divided between profit and 
cost depe nds on the efficiency of the contractor. 

Now, all Iam saying is this: That ina given case, whether it be this 
case or any, where you have a second redetermination to come up, if 
the contractor has been a low-cost producer during that interim see- 
tion, you will get the benefit of it on the last segment. 

If he has been a high-cost producer during that period, you will 
find your costs going up, instead of down. 

Now, to the extent that the prices go down, you have got a direct 
savings. 

Now, I will be the first to concede, Mr. Chairman, that you can 
never demonstrate that any difference between what occurred at the 
beginning and the end is due solely to efficiency and is not contributed 
to in any part by an error in estim: iting. 

I would be the last person to claim that it is entirely due to that, 
because you can’t demonstrate it. You can have an opinion on the 
subject, but you can’t demonstrate it mathematically. 

Mr. Harpy. On that point, if the gentleman will permit. 

Mr. Heverr. Yes. 

Mr. Harpy. In the beginning you can’t possibly estimate what 
your labor is going to run in the last segments of production. You 
can’t even estimate what your components are going to be, because 
you have certain tooling-up costs, and all that kind of thing, that go 
into your initial production. 

General Tuurman. You can estimate it in this way, Mr. Hardy. 
At the very beginning, yes, sir. And that is why it was done on what 
is effectively a cost-plus-a-fixed-fee type of operation. 

Mr. Harpy. For your first segment / 

General TuurMANn. For the beginning of the contract. 

Mr. Harpy. Right. 

General THurman. But when we go to the end of the first segment, 
when tooling costs had been incurred, when engineering costs had 
been incurred, and we had 71, I think it was the number of aircraft 
manufactured, then we were in a position to make an estimate all the 
way through the contract. 

Now that estimate has to be based on a lot of uncertainties, among 
which are the efficiencies of the contractor in going down a learning 

curve. 

Mr. Harpy. Of course, you can make projections, but if your period 
of production isn’t very long and the experience in output, volume 
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output hasn’t developed to the point where your contractor is really in 
stride, the only thing you can do is take a curve. And you are not 
at all sure how that is going to turn out. 

General THurman. Well, most of the time—I am not qualified, 
really, to talk about learning curves. Mr. Hardy, you know I am a 
lawyer and I am not an accountant. 

Mr. Harpy. My point is simply this: A learning curve value is de- 
pendent in large’ measure over the length of time it has run, so you 
can get a true cost ¢ 

General THurman. Yes, sir. But it is surprising, it is very sur- 
prising, how well learning curves reflect what actually does turn out 
to be the case in most instances. 

Mr. Harpy. Then you would certainly have to agree. Either some- 
body misread the learning curve or the thing was entirely cockeyed ; 
one 

General THurMan. I would be forced to agree with that as a result 
of what appears after the fact 

Mr. Harpy. I am not at all sure whether the thing just wasn’t 
based on a long enough period in the beginning to compute what you 
could anticipate. I can’t argue that point, because I don’t know, 
either. 

General TuHurman. I don’t think either one of us can. I do think 
we must remember that this contract was nearly 4 years old when 
this first one was negotiated. 

Mr. Harpy. If you started your projections on somebody else’s 
theory and you were bucking up against the fellow that has the 
actuals, you are wor king against a stac *ked deck ? 

General Turan. The answer to that is obvious. 

Mr. Harpy. I had some more questions, Mr. Chairman, I wanted to 
ask him but I have lost my other copy that I had my notes in. 

General THturman. I assure you [ am duly appreciative. 

Mr. Héperr. General, I was trying to find in the regulations—I am 
sure you will recognize the importance. I can’t find it at the moment. 
I mentioned it at the time Mr. Gordon was on the stand. And that 
is in the regulations. The Air Force instructions to the negotiator 
are that the primary concern is price and the secondary concern is cost 
and profit. 

Now, I can’t reconcile that type of statement. Because the way 
things turn, when you arrive at a price, you must know costs and 
profits to get the price. 

(General Thurman nods.) 

Mr. Héserr. So wouldn’t it be the primary concern to know the 
costs and the contemplated profit in order to arrive at a reasonable 
price? 

General Tourman. Mr. Chairman, by virtue of the fact that you 
don’t have the piece of paper before you, you have omitted one, I 
think, very important word. 

Mr. Héserr. What is that? 

General Tuurman. I think the word is “realized”; cost and profit. 

Now. I think that regulation doesn’t say anything more than what 
T said in that statement, that you are more concerned with paying $10 
for an item than you are with paying $11 for an item, and if the guy 
who makes it for $10 is good enough to have $2 worth of profit, you 
don’t worry about it, so long as you have the cheapest price. 
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Mr. Heserr. Yes; but keep in mind, General, what we are dealing 
with. This is not . commercial venture. This is a defense weapon, q 
defense product. I don’t think any individual would accept that q 
higher price should be paid for defense to one man than another, even 
though he be more efficient. 

General Tuurman. No, sir. We are interested in lower prices. 

Mr. Hé&érert. You are interested in lower prices. Here, with all its 
grandiose statements—as somebody has said, the statement of General 
Motors was fine. It was set to music. But, take the music away and 
you don’t have very much to go by. 

Now, General Motors, in accepting these contracts, at the request 
of the Governme : or otherwise, was doing no more or no less than any 
individual did. I don’t only mean General Motors. | mean any in- 


dustrial outfit. They were producing weapons of defense to protect 
their own interests. 


Mr. Harpy. All of us. 

Mr. Héserr. That is what I say, all of us. They were producing 
to protect their business that they were in, and a business that would 
allow them to make a profit on a weapon of defense. Certainly the 
individual who flew that plane and was killed had no guaranty of any 
higher profit. The man who is drafted and goes to the front, he fights 
to defend a way of life. He fights with his fists or his guns or the 
weapons given by these individuals. They 
tiating table—— 

General THuRMAN. Sir, you don’t expect me to disagree with that, 

Mr. Heserr. Of course not. I want to bring that into focus. I am 
not arguing with you, General, on that. I am just again reverting 
to the great position that General Motors took in this thing: “We did 
an outstanding job for the Government.” They shouldn’t have done 
any less, because if they hadn’t done an outstanding job they wouldn't 
have any negotiating table probably to go to in the future. So there 
is no great contr ibution to be made, a great big pat on the back. They 
did what they had to do to protect themselves, the same as you, I, or 
anybody else had to do. 

General THurman. I thoroughly agree. 

Mr. Hépserr. So when they come before the public, and their 
Madison Avenue boys sell it to the public that here they have not 
realized or they have realized a profit much less than commercial 
profit—I have no quarrel with what they get in commercial profit. 
But I do have a quarrel when they realize 100 percent more, or twice as 
much as any other industry engaged in the same production, of the 
same weapon. And we should take a look at that. And that is all 
we are trying to do. 

Mr. Courtney, now we have some matters to close this up. 

Mr. Courtney. Mr. Chairman, in view of the question that was 
raised, I would like permission to interpolate into this record a tabula- 
tion of the types of contracts and the percentages that were developed 
during the course of the airframe inquiry a year ago. 

Mr. Hézertr. Without objection. 
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ling NORTH AMERICAN AVIATION CORP. 
~» 
Nn. a | | | 
; Total sales | Per- 
at g Contract No. | Dateofletter | Date of contract | price | Profit | cent | Type contract 
eVen | profit 
— eS) CT as SS ee | 
: AF 33(038)9211__...| November 1949__| June 1950___._- $116, 597, 858 | $8,959,607 | 7.68 | Incentive. 
e AF 33(038)14800__..| July 1950 _......| July 1951____- 128, 774, 874 | 13, 884, 119 |10. 78 Do. 
| its AF 33(038) 19050 ---| January 1951....| April 1951 ; 1 45, 822, 840 4, 805, 127 [10.49 Do. 
se AF 33(600)6202_....| October 1951....| August 1952 1767, 839, 522 | 17, 554, 876 |10. 46 Do. 
eral AF 33(600)22303.__.| August 1952.__..| June 1953____..._|1 122, 256, 389 | 10, 447, 556 | 8.55 Do. 
AF 33(038) 14801 | July 1950 ..| April 1951 ...-| 68, 072, 746 4, 942,343 | 7.26 Do. 
and AF 33(038) 18988 __ January 1951._..| March 1952 __...| 99, 469, 665 8, 899, 583 | 8.95 | Do. 
AF 33(600)6517. | October 1951__..| August 1952_____| 139, 438, 820 | 12, 766,955 | 9.16 Do. 
AF 33(600)8505 .| December 1951__| October 1952....| 43,556,948 | 3,875,890 | 8.90 Do. 
uest AF 33(600) 22304 __.| August 1952 June 1953. ___.._.| 1 26,322,744 | 2, 602,944 | 9.89 Do. 
AF 33(600)29371....| December 1954__| June 1955_...__- 42, 670, 979 | (?) | Do. 
any AF 33(038) 27681 May 1951-_..-.... October 1952__..|1104, 291, 289 | 8, 065, 236 | 7.73 | Do. 
_* AF 33(600) 25402 | June 1953 ..| June 1954........| 27, 577, 893 (2) — Redetermined. 

Inl- AF 33(600) 26479 | December 1953 _- ee ont | 1 54, 528,647 | 3,523,382 | 6.46 | Incentive. 
tect AF 33(600)6545 _._| June 1952 May 1953_______|1 178, 036,039 | 13, 552,160 | 7.61 | Do. 

AF 33(600)26962.___| February 1954.._| June 1954________|1219, 398, 495 | 17, 339, 884 | 7.90 | Do. 
AF 33(600) 28736 --| October 1954__..| June 1955 ..--|! 147, 339, 981 | 1,080,961 | 7.34 | Do. 
AF 33(600)79150..._| May 1955._.....| May 1955_______|1251, 260, 966 (2) |. Do. 

; NOa(s) 9243_.......| September 1947 September 1947..| 19, 889, 150 492, 504 2. 48 | Do, 

cing NOa(s) 9773.-.--- May 1948___....| May 1948_____.. | 24,342,178 2, 501, 291 |10. 28 | Do, 
NOa(s) 10486 September 1949__| September 1949..| 13, 653,294 | 1,301,024 | 9.53 Do. 
yuld NOa(s) 51-634i._.__| February 1951__.| February 1951...| 18,547,433 | 881, 461 |10. 31 Do. 

} NOa(s) 51-1391. | August 1950_....| August 1950_....| 41,931,459 | 4, 150,300 | 9.90 | Do. 
the NOa(s) 51-642i.....| February 1951...| February 1951.._| 129, 826, 646 | 10, 631,787 | 8.19 | Do. 
anv NOa(s) 52-978i April 1952 -.-| April 1952__.....| 124, 873,916 | 8, 959,607 | 7.17 Do. 
‘ane NOa(s) 54-322i March 1954 _._..| March 1954.___._| 39, 989, 511 | (2) } (3) Do. 
rhts NOa(s) 54-323: | October 1953_...| October 1953__._| 121, 004, 034 | (2) } (7) | Do 

W 33-038-—ac21800 June 1948_ - ? April 1949 .--| 28,779,270 | 1,655,053 | 5.74 Do 

the AF 33(038)8953 January 1950....| January 1950....| 8, 849, 108 | 732, 088 | 8. 27 Do. 

LO”. AF 33(038) 17206 July 1950........| March 1951____._| ! 60, 762, 131 4, 196, 998 | 6.91 Do, 
= AF 33(038) 5895 .| August 1951__...| November 1952..| | 4, 381, 288 | 406, 652 | 9. 28 

NA0o(s) 53-313 .| September 1952.| September 1952.) ! 49, 292,427 | 4,216,865 | 8.55 Do. 

h t NAo(s) 54-318 April 1954__.....| April 1954____-- 23, 721, 872 | (?) Do. 

at, | | 
am THE GLENN L. MARTIN CO. 

hing a ; S aS is 

. ! | | } 

did AF33(038) 22617 | March 1951 | August 1953 }$278, 630, 887 |$19, 049, 641 | 6.84 | Incentive. 
lone NAo(s) 51-024-i July 1950 | July 1950 | 61, 591, 110 5, 540, 462 | 9.00 | Do. 

q NAo(s) 51-684-i February 1951___| February 1951___| 53, 432,268 | 5,374,317 /10.06 | Do. 

dn t NAo(s) 52-982 May 1952 .--| May 1952 tion 139, 496, 660 | 11, 039, 349 | 7.91 | Do 

ash NAo(s) 10382 March 1949 | March 1949 ..| 25, 284,714 | 903,718 | 3.57 | Do. 
ere AF33(600) 22208 September 1952 | August 1953__.__!! 121, 928, 435 | 9, 177, 503 7. 53 | Do, 
hey ‘ a ‘ oe 
> or BOEING AIRPLANE CO. 

j | | | | 
AF 33(038) 14764_...| July 1950 ~2e| December 1950_ - |$234, 749, 986 |$17, 822, 959 | 7.59 | Incentive. 
hei AF 33(600) 5805 | August 1951- November 1952..| 311, 164, 864 | 21, 958, 705 | 7.06 | Do, 
1elr AF 33(600)22235 August 1952. __- January 1953. 1200, 646,210 | 14, 364, 808 | 7. 16 Do. 
not W 33-038ac22413___| September 1948 __| October 1949__._| 285, 175,412 | 13,468,313 | 4.72 | CPFF. 
: AF 33(038)-21407_._| July 1950 .| May 1952_.....- | 912, 558, 483 | 83,716,064 | 9.17 | Incentive 
elal AF 33(600)-5148....| November 1951..| May 1953--.--- (?) (?) | Do 
. AF 33(600)22284__ August 1952 June 1953__......| 405, 780,737 | 28, 588,491 | 7. 05 Do. 
ont. AF 33(038) 21096 November 1952_ February 1954... |! 545, 049, 391 | 17,706,245 | 3.25 | CPFF 
e as AF 33(600)22119 September 1952 April 1953 1 §21, 235, 863 | 35, 530,856 | 6.82 | Incentive. 
€ as AF 33(600)-26235...| October 1953_ -- December 1954. .|!270, 379, 114 | 18, 983, 864 | 7.02 Do. 
the AF 33(600)28223 .| August 1954___-_|!255, 290, 365 | 16, 933, 933 | 6. 63 Do. 
all AF 33(600)28410_. September 1954_. ...--|' 208, 983, 211 | 12, 273,365 | 6.02 | Do 
FAIRCHILD ENGINE & AIRPLANE CORP. 
! | | 
was W33-038-ac19200_._| November 1947_.| November 1947_.|$177, 821, 820 | $7, 715, 840 | 4.34 | Redetermined. 
nia- AF 33(038) 18499- .. December 1950__| December 1950__} 146, 850,108 | 10,383,757 | 7.07 | Do. 
AF 33(600)22285. August 1952- | September 1952..| 51, 066, 138 | () fg Do. 
ped AF 33(600) 23919 May 1953 ..| August 1953 .| 10, 108, 100 435, 604 | 4.31 Do. 
AF 33(600)26021.._.| August 1953__._.| September 1953.) 20, 115, 868 989, 928 | 4.92 | Incentive. 
AF 33(600)26306___.| October 1953__ October 1953. 75, 451, 109 687, 893 | 9.12 Do. 


See footnotes at end of table. 
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| Total sales | Per- 
Contract No. Date of letter Date of contract price | Profit { cent | Type contract 
iprofit 
a zs — ieee ae alee is science 
N Ao(s) 53-273. ..--. September 1952.)| September 1952_| $22, 977, 391 | (3) (3) Incentive. 
NAo(s) 53-099_-__- do ao... sol (3) (3) Do. 
N Ao(s) 53-394... --| Dece mber 1952..| December 1962..| 1 ‘ (3) ; (3) Do. 
NAo(s) 58-1138__...) June 195¢ June 1953 19, 376, 152 (3) (3) Do. 
NAo(s) 55-125... -- June 1954 | June 1954 70, 434, 000 | (3) |} (3) Do. 
NAo(s) 55-171__..- October 1954....| October 1954__.-) 5, 000, 000 (3) (3) Do. 
NAo(s) 51-022__...| July 1950_- July 1950 ..| 253, 018, 618 |$22, 282,619 | 8.81 Do. 
N Ao(s) 51-074___.. August 1950 August 1950_ 52, 447,800 | 5, 875, 807 |11. 20 Do. 
NAo(s) 51-638__.-- February 1951 February 1951 148, 989, 344 | 14, 206,978 | 9. 54 Do. 
NAo(s) 51-635_..-.- | eee WO lvnns 189, 779, 876 | 14,780, 111 | 7.79 Do 
McDONNELL AIRCRAFT CORP. 
N Oa(s) 9768_...- May 1948____- | $58, 322, 544 | $6, 622, 229 | I. 35 | Incentive. 
N Oa(s) 10481 __ ..| September 1949. 50,075,956 , 5 Do. 
N Oa(s) 51-023: | July 1950 _...| 163, 412, 959 Do. 
N Oa(s) 51-€40i March 1951_- 188, 732, 025 | Do. 
N Oa(s) 53-204__.. September 1952_| 200,979, 540 | ¢ Do. 
AF33 (600)87 43 January 1952____| 116, 422,819 | 2 Do. 
AF33 (600)233 January 195 (4) ( ) Do. 
AF33 (600 February 1954...; 10,070,000 570,000 | 5.66 | CPFF, 
AF33 (600)29841__ March 1955. - —- (4) | (4) (4) Incentive. 
DOUGLAS AIRCRAFT CO., INC. 
| | | j | —— 
N Oa(s) 51-141__..- |} August 1950-_-- August 1950_....| $45, 732, 134 | $% | 6.24 | Redetermined. 
NOa(s) 53-693__.__] January 1953._._| January 1953.___| 78, 497, 054 | | 5.01 Do. 
AF 33(600)5806__.._| April 1953 August 1953_ | 204, 870, 316 | 4.54! CPFF, 
AF 33(038)9345 | October 1949_ October 1949 ---| 54, 406, 868 10.66 | Redetermined, 
AF 33(600) 9646 February 1952 December 1952..| 68, 636, 359 2.77 | CPFF. 
AF 33(038) 14765 July 1950 ...| August 1950 .| 139, 911, 091 5, 744, 445 |11.25 | Redetermined, 
AF 33(600)16314_.._| April 1952 -| May 1953 --| 188, 584, 998 5, 557, 3: 2.95 | C PFF. 
AF 33(038) 18564....| December 1950__| June 1952 __..... 365, 890, 196 | 18, 634, 37 5.09 | CPFF. 
W 33-038ac 20260 .| April 1948 April 1948 -| 21,394,550 | 2,939,722 |13.74 | CPFF. 
AF alee 22452__..| October 1952 December 19! 53 __ | 106, 113, 982 2, 565, 860 | 2.42 | CPFF. 
A F 33(600) aeaee. ..| June 1953 ; do ig .-| 193, 648, 872 2, 134,098 | 1.10 | CPFF. 
A F = 690) 28368 September 19: 54. September 1954..| 187, 847, 632 (5) (5) CPFF. 
N Oa(s) 10483 September 1949..| September 1949__| 30, 036, 363 1, 945, 591 | 6.48 | Redetermined 
N Oa(s) 12026 June 1950- May 1954 31, 288, 732 1, 338, 550 | 4.28 | CPFF. 
N Oa(s) 51-020___-_| July 1950 July 1950 61, 748, 064 5, 780,515 | 9.36 | Redetermined 
NOa(s) 51-021 lo ss do _.| 81,397, 850 4, 083, 031 | 5.02 Do. 
NOa(s) 51-630 .-| February 1951 February 1951 50, 676, 951 6, 695, 226 |13. 21 Do. 
NOa(s) 51-632 do do 40, 497, 692 5 , 307 | 4.33 Do, 
N Oa(s) 51-637 do SUID cited 38, 503, 643 1,623,179 | 4.22 | CPFF, 
NOa(s iM do = do : 60, 118, 008 4,185,951 | 6.96 | Redetermined, 
NOa(s) 5: December 1951..| December 1951_.| 163, 223,030 | 11, a4, 470 | 7.26 Do. 
NOa A pril 1952 April 1952 122, 858, 317 (5) (3) Do. 
NOa(s) 55 do do 7, 165 1, 591, 462 | 2.40 Do. 
N Oa(s) do do 57, 372, 422 5, 438, 997 | 9.48 Do 
NOa(s) 52 do do 78, 241, 410 5) (5) Do. 
NOa(s) November 1952_| November 1952 14, 276, 663 (5) (5 CPFF, 
NOa(s) 38 “ do do 6, 164, 052 (5 (5) CPrF. 
NOa(s) 54-316__. October 1953 October 1953 (5) 5) Redetermined 
NOa(s) 54-320__- do . do (5) 5 5 Do. 
N Oa(s) 54-324__... ...do < October 1954 (5) (5) Do. 
NOa(s) 54-325 do October 1953_..- 5) 5) Do. 
NOa(s) 55-189 October 1954 October 1954 5) (5) (5 Do. 
REPUBLIC AVIATION CORP. 
AF 33(038) 14803 July 1950 July 1950 $368, 387, 379 $23, 550, 709 | 6.39 | Incentive. 
AF 33(600 22316 August 1952 August 1952 281, 165, 517 7. 64 Do 
AF33(600) 22315 do a 51, 219, 478 7. 41 Do. 
A F33(038) 14810 July 1950 July 1950 171, 624, 377 6. 98 Do. 
A F1433(600) 6704 November 1951.| November 1951 | 382, 987, 738 .§ 7.83 Do. 
AF33(600) 6581... ..do ss tiie 124, 886, 82] 9, 250,339 | 7.41 Do. 


See 









GRUMMAN AIRCRAFT ENGINEERING CORP. 
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STUDY 


NOa(s) 51-643- -- 
NOa(s) 51-498... 
NOa(s) 51-863 - -- 


NOa(s) 51-156-..- 


NOa(s) 54-319... -- 


NOa(s) 9937.-.--- 


AF33(038) 1847_. 
AF33 (038) 9844_ 
AF33(038) 14804_- 


AF33(038) 11205_-.-- 


AF33(038) 14805 _ _ 
AF33(038) 30543 
AF33(600) 23362 
NOa(s) 51-228 
NOa(s) 51-653 
NOa 10487 
NOa 51-026 
NOsa 51-652 
NOa(s) 51-025 
NOa(s) 51-651 
NOa(s) 52-763 
NOa(s) 53-332 
W33(038) 19283 
AF33 (088) 9205 
A F33(638) 14806 
A F33(038) 23071 
AF33(600)6578 
AF33(600) 22282 












NOa(s) 51-142 
NOa(s) 51-665 
NOa(s) 52-983 
NOa(s) 53-604 
A F33(038) 21030 


A F33(600) 22278 
A F33(600) 22286 
A F33(600) 26877 


4 F33(038)715_. 
4 F33(600) 5928 
4 F33(600) 22317 - - 
4 F33 (600) 5942_ 
NOa(s) 51-143 
NOa (s) 54-909 


4 F33(600) 22313 
4 F33(600) 26294 
W33-038-acl44L- 
4 F33(038) 1817 
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CHANCE VOUGHT 


Date of letter 


February 1951___| 


January 1951-_- 


| July 1952. 


July 1951 


August 1950 Ue 
November 1953_| 
July 1948- 


Date of contract 


February 1951_- 
January 1951- 
July 1952 
August 1950 


AIRCRAFT, INC. 
| salle Fiat 
| Total sales 


price Profit 


1$167, 001, 760 
17, 713, 097 | 

1, 505, 683 | 
72, 351, 027 
30, 841, 723 
29, 891,177 | 


1, 623, 150 
115, 744 
3, 494, 616 


664, 093 


LOCKHEED AIRCRAFT CORP. 


l 
November 1948_| 


January 1950... | 


April 1951 
March 1950__-- 
April 1951 


March 1953 
July 1950 
February 1951 
September 1949 
July 1950_- 


| February 1951 


| July 1950_- 


| February 1951 


| December 1952 


January 1952 


June 1948 


| Mareh 1950 


March 1951 
July 1951 

July 1952 

June 1953 

May 1954 
August 1950 
February 1951 
April 1952 
December 1952. 
March 1951 
August 1952 
September 1952 
March 1954-.. 


August 1949_- 
March 1950__.. 
April 1951 


| July 1950._- sanaal 


April 1951___- 
May 1953 
March 1953 
March 1952 
March 1953 
February 1950 
September 1951 
February 1953 


| March 1953 


do 
June 1954 

do 
April 1948 
March 1950 


| March 1951 
| July 1951 

| July 1952 . 
| June 1953 


May 1954 
June 1952 
March 1953 
February 1954 
June 1954 


| May 1952 


April 1953 
February 1953 
April 1954 


..| $26, 340, 458 
_| 26, 851, 583 | 


| $2, 144, 826 
1, 632, 643 


29, 447,760 | 1,546, 250 


81, 563,523 | 5, 590, 331 
99, 059,029 | 8, 375, 902 
26, 047, 728 434, 030 


9, 081, 135 
49, 520, 230 
14, 913, 402 
32, 751, 009 
| 167, 123, 015 

87, 603, 782 
28, 131, 965 
16, 733, 291 
57, 213, 897 
46, 992, 915 | 
18, 448, 949 
| 13,054, 995 | 
121, 365, 762 | 


144, 785 

4, 087, 637 
1, 281, 998 
2, 046, 327 
14, 226, 328 
6, 611, 609 


4, 390, 814 
269, 111 


8, 521, 363 


88, 146,015 | 8, 607, 255 
| 102,089,479 | 7, 887, 411 
108, 149,921 | 5,975, 641 
11, 521, 989 480, 145 


79, 718, 
97, 926, 
71, 267, 
11, 279, 
558, 180,933 | 27, 404, 279 
250, 210,696 | 6,615, 503 
79, 232, 904 3, 580. 904 


iv, 
64, 732, 557 989. 242 


178 6, 350, 200 
177 5, 051, 150 


456 





1, 630, 256 | 
1, 287, 270 


1, 865, 801 | 
1, 379, 454 | 


$10, 436, 582 


} 


2, 993, 705 | 


MINI 21 NI 90 Fe 90 GO pt et OF 





Per- 
cent 
profit 


Type contract 


6.25 | Incentive. 


9. 16 


7.69 | 
4.83 | 
9.71 | 


2. 22 


Do. 
Do. 
Do. 
Do. 
Do. 





8.14 Incentive. 


6. 


O08 


». 85 
46 


59 
25 
60 
25 


51 


509 | 2,494,917 | 3.5 
882, 847 | 


CONVAIR DIVISION GENERAL DYNAMICS CORP, 


November 1948 
October 1951. 
October 1952_.- 
August 1951 
August 1950 
July 1954 


February 1949 
November 1952 
May 1953 
December 1952... 
August 1950 
July 1954 










$22, 855, 007 $859, 451 
92, 001, 106 | 10, 186, 257 
71, 619, 725 | 10, 129, 157 

204, 170, 517 6, 104, 351 

125, 788, 301 8, 657, 638 
25, 943, 110 (5) 


NORTHROP AIRCRAFT, INC. ‘ 


August 1952 
November 1953 
May 1946.....-..| 
December 1948. 


February 1953 
November 1953 


December 1946__! 


May 1949. __. 


Estimated but not finished at reporting. 


? Not available 


+ Does not include profits 


‘ Letter only. 
§ Incomplete 


for entire run of contract. 


| 

$130, 574, 452 | $7, 424, 963 
142, 192, 024 (5) 
7, 362, 082 1 

400, 319, 057 f 


5 


~1i 
os 


9 


16, 52 : O71 


e 


3. 76 
11. 07 
14.14 
2. 99 
6. 88 
(5) 


5. 69 
(5) 
2. 37 


4.13 


| 


5.25 | 


67 | 





Do. 
Do. 
Do. 
Do. 
CPFF. 
CPFF. 
Incentive. 
Do. 
Do. 
Do. 
Do. 
Do. 
Do, 
Do. 
Do. 


Redetermined. 

Do. 

Do. 
CPFF. 
Redetermined, 

Do. 


Incentive. 
D 


49 


CPF 
CPF 
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Percentage of profit on sales as reported by companies 


— Se — 














Company Sales Profits Percent 

| reported reported profit 

eee = eee =e eee NNN 
| 

North American Aviation Corp-.- eet Oe ed ...| $2, 776, 875, 157 | $172, 426, 253 6.21 

The Glenn L. Martin Co P — 680, 364, 074 51, 084, 990 7.5 

Boeing Airplane Co oe 7 | 4, 146, 013, 586 281, 347, 603 6.79 

Fairchild Engine «& Airplane Corp-- snswhndksnneckven cunt 430, 347, 005 20, 213, 022 4” 

Grumman Aircraft Engineering Corp-_- 644, 235, 638 57, 145, 515 8.87 

McDonnell Aircraft Corp-.- | 788, 015, 843 63, 832, 962 8.10 

Douglas Aircraft Co., Inc 2, 238, 286, 340 121, 706, 434 5.4 

Republic Aviation C orp. 1, 380, 271, 310 | 100, 022, 624 7.3 

Chance Vought Aircraft, NG 5 cocccdtas ales tate Seven 319, 304, 467 | 19, 327, 890 | 6. 05 

Lockheed Aircraft Corp-.-- .yaincd ink Seaieaes 2, 504, 700, 242 143, 786, 229 5.74 

Convair Division, General Dynamics. wah eae ated as 516, 434, 656 | 35, 936, 854 6.% 

Northrop Aircraft, Inc-. oes SASS ES Ca ¥ 538, 253, 591 | 24, 127, 561 | 4. 48 
1 

Mr. Courtney. Now, Mr. Chairman, with the addition of the afhi- 


davit which General Motors is to produce respecting the material 
prices 

Mr. Harpy. That reminds me. 

Mr. Courtney. I think that closes the record. 

Mr. Harpy. Mr. Chairman, have we heard from General Motors on 
that? 

Mr. Courtney. Not as yet. 

Mr. Harpy. It doesn’t look like it would take them that long here. 
Obviously, Mr. Mark, who sat at the table, was thoroughly familiar 
with this thing we developed this morning. He ought to have been 
able to answer it before now. He had all the infor mation, He could 
have testified right here, but he didn’t elect to do it. I didn’t know 
about it until this morning. 

Mr. Héserr. Mr. Courtney, will you contact General Motors and 
find out if and when they are going to file their affidavit ? 

Mr. Courtney. We will. I will do that by telegram immediately, 
Mr. Chairman. 

Mr. Hépserr. -\gain admitting their honesty and good faith in it. 

General TuHurman. Mr. Chairman, has the entire body of the memo- 
randum to which you referred earlier been introduced into the record? 

Mr. Héperr. Yes, sir; the whole thing. 

Mr. Courtney. Yes. 

Mr. Héserr. That is just what I " been telling you. I wouldn't 
be guilty of doing something which I indicated I thought the Air 
Force was guilty of, of just giving them half of the picture. 

General Tuurman. Did the chairman read the first part of it—— 

Mr. He&serr. I read the first part of it. 

General THurman. Into the record ? 

Mr. Heéperr. Yes; it is all in the record. 

General THuRMAN. Was it read in the record ¢ 

Mr. He&pserr. I didn’t read it into the record. The entire document 
is put in the record. The prepared statement of Colonel Thompson 
which you read into the statement and your own statement is all based 
on the first page, but you forget the second page, or didn’t choose to 
include it. 

And my complaint and criticism was that we should have had the 
benefit of the whole memorandum, instead of only one-half of it. 

General THurman. Mr. Chairman 

Mr. Hépserr. That is all. 
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General THurMaAN. I undoubtedly have other memoranda dealing 
with this subject. Would the committee like to have that made avail- 
able to them ¢ 

Mr. Héperr. If you think it can add to it, yes; we certainly would 
like to have it. 

General THurRMAN. I can use my judgment, though ? 

Mr. Hésert. You can use your judgment any way you want. 

General Tuurman. All right, sir. 

Mr. Hésert. We don’t close the door on anybody. 

General THurman. All right. I just want to be cooperative, that 
is all. 

Mr. Héserr. I know you do, General. You are most cooperative. 
And you always have been. And the committee wants to help you be 
cooperativ e. 

Mr. Harpy. I think, Mr. Chairman, the general’s position on this 
matter that you have just discussed is not unique. That goes through 
all of the agencies. 

Mr. Héserr. Oh, I know. 

General THurmMan. You know, I wish we could convince you folks 
that that is not so. I tell you from the bottom of my heart it is not so. 

Mr. Harpy. It has been my experience, and I wouldn’t say it is 
intentional. I certainly don’t want to try to read your mind or to 
attribute intent, but there has developed a situation in all of the agen- 
cies Where anybody who is called upon to supply information to a 
congressional committee tries to spoon-feed us and give us only the 
stuff that they want us to have, and in order to get anything else we 
just have to dig interminably. 

General Touran. I am probably cutting my throat by saying 
this, but I will cut it. 

Mr. Harpy. We don’t ask you to. 

Mr. Héserr. You won't do that, General. 

General THurMANn. Any time there is a question raised as to what 
one of the people has done for whom I am responsible, I have always 
got two considerations that I have to face, and this is true of any- 
body who has any supervisory responsibility. 

One of them is to the extent that what this “guy” has done that is 
reasonable, he has to stick with them. To the extent that what he has 
done is not reasonable, common integrity requires that he stand up and 
say “we were wrong.” Now, that is the rule we try to follow, Mr. 
Hardy. 

Mr. Harpy. That is not the whole point that I am trying to make. 

The other piece of this picture which you have not touched on is 
that some of you folks down in the agencies—this is just not the Air 
Force. I am having some trouble w ith the State Department myself. 

And I will probably have some more. But they all try to determine 
what we ought to have, instead of making it available to us and let 
us make a decision. After all, we have to evaluate these things and 
come up with the exercise of our judgment. You have exercised 
yours in the decisions that you have made. 

Our decisions are not necessarily going to conform to yours, based 
on the same set of facts. And, in addition to that, we will probably 
get a few facts that you didn’t have when you made yours. 

General Tourman. It always turns out that way. 
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Mr. Harpy. Well, that is just exactly the point. But for the agen- 
cies to make a decision “Well, we won’t give them this, they don’t need 
this, this is not pertinent to their inquiry, we will brush this aside and 
let it lie under the rug until somebody turns the rug over”—that is 
where you make your mistake. 

And that is where you made your mistake on this Thompson memo- 

randum. I wouldn’t say it was a deliberate attempt to give the com- 
mittee only half of what Colonel Thompson’s position was, but I say 
you made a mistake in judgment in supposing that the committee 
was not interested in that, if that is the basis on which it wasn’t 
presented. And it isn’t too critical. But 1 think it is probably a 
sort of decision that permeates the executive department. I wish I 
could find a cure for it, because it is giving me no end of trouble. 

General Tuurman. We may be just stupid, and I can’t do any- 
thing about that. 

But I would like to get it across that we are trying to be fair with 
the committee, and we are trying to be fair with our people. And that 
is what we are going todo. To the best of our ability. 

Mr. Héserr. I know that. 

General THurman. I am not talking about a guy named Thurman. 
I am talking about all of the responsible people in the services. 

Mr. Héeerr. I recognize that, General. 

General Tourman. And we aren’t trying to kid you at all. We are 
trying to give you the facts. 

Mr. Heperr. And, as you see, we want the facts, as Mr. Hardy has 
pointed out. As an example, if I hadn’t been adamant and encour- 
aged your displeasure at the particular moment, we would never have 
had Mr. Saxton in here, and he contributed more to conversation and 
this investigation, perhaps more than any other individual. 

Mr. Harpy. At least on that segment. 

Mr. Héserr. On that subject. And you insisted that Colonel 
Thompson knew more about this business than everybody else and 
Colonel Thompson would really give the story, and there was no 
necessity of having him in here. I stood adamant and insisted he 
come in. Iam glad we got him in here. Anyway, let’s end this ona 
sweeter note. 

Mr. Harpy. Before I go, let me express appreciation to the gen- 
eral and his cohorts here. Actually, I hope that my questions have 
been constructive. 

General TuurmMan. They have, Mr. Hardy. 

Mr. Harpy. I have intended them to be. I certainly don’t want to 
give anybody the idea that I had a ae out for anybody in the Air 
Force or anybody in General Motors. I don’t. But it just goads me 
no end to have to be confronted with making a decision or deciding 
what is right or what is wrong with something on the basis of half of 
the facts. If I find somebody that is guilty of wrongdoing and poor 
ethics, I don’t care whether he is a street sw eeper or whether he is the 
President of the United States, if I can prove it I am going to-say so. 

General THurMAN. Yes, sir. 

Mr. Harpy. That applies to General Motors. And I think they 
are guilty in this case. 

Mr. Héserr. General—— 
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General THurMAN. Sir, may I take advantage of being on the record 
to make one more statement ? 

Mr. Heéverr. I am giving you the field. We are just having a pleas- 
ant afternoon. 

General THurMAN. I have asked you, and the commander of the Air 
Materiel Command has confirmed it—we would like awfully well if 
the committee would come out sometime and spend enough time with 
us to look at the way we do our business, in general, as distinguished 
from specific cases about which there can be differences of opinion. 

Mr. Hénerr. General, [ want to assure you the committee appre- 
ciates your invitation. We want to go. Now, General, one thing very 
serious. I want to indicate that, during your last appearance here, 
during the investigation on negotiated contracts—— 

General THurMaAn. Yes. 

Mr. Hénerr. We came into a decision and agreement after a dis- 
cussion on the method of procuring new contracts. 

General THurMAN. Yes, sir. 

Mr. Héserr. You will recall that. 

General Pat RMAN. Yes, SIr. 

Mr. Héserr. We were talking about it informally before we came 
into the room. 

General TourMaAn. Yes, sir. 

Mr. H&szerr. I would like for Mr. Courtney at this time to spread 
upon the record the experiences which have come back to us in that 
connection to show exactly what can be done through cooperation. We 
want to give you another accolade on that particular thing. 

General Touran. Th: ank you, sir. 

Mr. Héserr. Mr. Courtney. 

Mr. Courrney. Mr. Chairman, on page 652 and following in the 
record, the proceedings of this committee, which are included in this 
report on negotiated contracting, we made reference to the procedure 
established within the Air Force under the direction of General 
Thurman for so-called two-part procurement, where technical pro- 
posals were required to be evaluated before pricing, in distinction, in 
contradistinction to the old method where technical proposals were 
submitted with price. 

I think the general would be interested to know that the response 
which we have received, unsolicited, from industry, has been a compli- 
ment to the way in which the Air Force is now proceeding. 

I would like to make particular reference to one concern which sent 
in as an expression of its approval and of its appreciation of the new 
form of procedure a copy of the solicitation which it received. 

I will say to you, General, unreservedly, that after some years of 
reading Government material, that is the first time I can say there is 
before us and was before this and all bidders a model of clarity. I 
don’t know how anyone, in or out of the fold, by whatever breed devel- 
oped, who could misunde rstand anything that is in this inquiry. 

Now the particular inquiry is a letter request for technical proposal 
PE-716H-4770, and it was issued on July 12, 1957, and it bears sym- 
bols “MCPEC-A.” The first portion of it very simply states what is 
required and the number. The second portion of it details the sched- 
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ule required. The third portion deals with the method of solicitation 
and the responses which are expected. 

I don’t see how anyone could possibly misconstrue the intent of the 
Air Force, nor how you could fail under these circumstances, and the 
committee feels the same way, in getting good technical proposals and 
having an opportunity to fully evaluate them and develop prices about 
which there can be no concern. 

General THurMAN. Thank you, Mr. Counsel. Let’s have a hearing 
on that one. 

Mr. Heézerr. Don’t worry, we will. 

Thank you, General. 

The committee will stand adjourned, subject to call of the Chair. 

Mr. Courtney. Subject to the affidavit. 

Mr. H&ézerr. Subject to the affidavit. 

(Whereupon, at 3:20 p. m., the subcommittee was adjourned, sub- 
ject to the affidavit.) 

(The following data were received by the committee subsequent to 
the last hearing date :) 

WEDNESDAY, AuGuST 21, 1957. 
Mr. JoHN F.. GorDoN, 
Vice President, General Motors Corp., 
Buick, Oldsmobile Division, Detroit, Mich.: 

Subcommittee is holding record open pending receipt of affidavit which your 
company agreed to file with General Accounting Office for use and information 
of subcommittee. Advise when document will be received and copy sent to 
subcommittee. Urgently necessary to conclude hearings promptly. 


F. EpwarD HEBERT, Chairman. 


SPECIAL INVESTIGATIONS SUBCOMMITTEE, 
House ARMED SERVICES COMMITTEE, 


August 23, 1957. 
JOHN F. GORDON, 


Vice President, 
or 
A. F. Power, 
General Counsel, General Motors Corp., Buick Division, Detroit, Mich.: 
Reurtel Wednesday, August 21, advising affidavit General Motors promised to 
file with subcommittee was being mailed to me night of Wednesday, August 21. 
No communications received Thursday, August 22. None this morning August 
23. Advise return wire. 
Report delivery. JOHN J. Courtney, Special Counsel. 


DETROIT, MICH. 
F. EpwarpD HEBERT, 


Chairman, House of Representatives, Committee on Armed Services, 
Subcommittee for Special Investigations, Suite 306, Old House Office 
Building, Washington, D. C.: 

Re your telegram to John F. Gordon, General Motors Corp. Affidavit being 
mailed tonight to Mr. Courtney with signed copy to the Comptroller General of 
the United States. 


A. F. POWER, 
Assistant General Counsel, General Motors Corp. 
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SPECIAL INVESTIGATIONS SUBCOMMITTEE, 
House ARMED SERVICES COM MITTER, 
Friday, August 23, 1957. 
JoHN F. GorDON, ; 
Vice President, 
or 
A. F. POWER, 
General Counsel, General Motors Corp., 
Buick Division, Detroit Mich. 
Your transmittal 14-242 received. 
JOHN J. COURTNEY, 
Special Cownsel, House Armed Services 
Special Investigations Subcommittee. 


FRIDAY, AuGusST 23, 1957. 
A. F. Power, Esq., 
Assistant General Counsel, 
General Motors Corp, Detroit, Mich. 


DEAR Mr. Power: When your letter was not received this morning containing 
the affidavit which the subcommittee had been promised, I wired you at 9:55, 
our time. Shortly after that wire was sent, your transmittal was received and 
I countered with a followup wire, copy of which is enclosed. 

For your records, the envelope containing your transmittal was duly post- 
marked August 21, 10: 30 p. m., from Detroit, Mich. 

I shall explain to the chairman that the delay was entirely due to delay in the 
mail. 

I thought you would like this information to be in your files in view of the 
exchange of telegrams. 

Sincerely yours, 
JOHN J. CourTNEY, Special Cownsel. 


GENERAL Morors Corp., 
Detroit, Mich., August 21, 1957. 
Mr. JoHN J. COURTNEY, 

Special Counsel, House of Representatives Committee on Armed Services, 
Subcommittee for Special Investigations, Old House Office Building, 
Washington, D. C. 

DeaR Mr. CourtNEY: In accordance with the statement made by me at the 
hearing before the Subcommittee for Special Investigations, Committee on Armed 
Services, House of Representatives, on Friday, August 16, 1957, that I would 
submit to the committee an affidavit setting forth the facts relating to Revision 
No. 15 of Purchase Order No. KDS—9328 issued to the Vendo Co., at Kansas 
City, I am enclosing herewith the affidavit of Mr. H. W. Clapsaddle, divisional 
comptroller of Buick-Oldsmobile-Pontiac assembly division of General Motors 
Corp. 

At the hearing, one of the committee members, Mr. Hardy, referred to the 
statement in the report of the General Accounting Office, reading as follows: 

“Although the supplier and the contractor had redetermined the price of 
this assembly prior to the submission by the contractor of his proposal, the 
reduction in price was not recognized in the proposal.” 

He inquired as to why we failed to comment on this statement when the proposed 
report was submitted to us by the General Accounting Office. I am informed 
that representatives of Buick-Oldsmobile-Pontiac assembly division and a mem- 
ber of our legal staff interpreted the phrase “the reduction in price was not 
recognized in the proposal” as meaning that the proposal reflected the price of 
$1,507.22 as applicable to the first 68 units of the second segment but did not 
reflect the lower price of approximately $400 a unit applicable to the remaining 
160 units of the second segment. This interpretation was based on the state- 
ment in the report immediately preceding the above quotation, reading as 
follows: 

“However, this price applied to only the first 68 assemblies and the re- 
maining 160 assemblies were priced at approximately $400 per unit, a total 
reduction of $177,000.” 
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On the basis of such an interpretation, the report was correct and accordingly, 
our comments were directed only to an explanation as to why we used the 
higher price applicable to the first 68 units in developing our estimated prices 
for the entire 228 units of the second segment. 

If, on the other hand, the General Accounting Office intended to convey the 
impression—and we question that it did—that no price reduction effected throug) 
the redetermination of prices with Vendo Co. and by revision No. 15 was recog. 
nized in our proposal, the statement is incorrect. As can be seen from the 
affidavit of Mr. Clapsaddle, the price of $1,507.22 for the first 6S units of the 
second segment represented a reduction in the price of approximately $1,750 
which was applicable to all of the units in the second segment prior to the 
establishment of the redetermined prices by revision No. 15. 

I trust the foregoing clarifies any misunderstanding that has developed with 
respect to the redetermination of prices with Vendo Co. and the facts with 
respect to the prices in effect under revision No. 15 at the time that the con. 
tract prices were first redetermined with the Air Force. 

Very truly yours, 





Assistant General Counsel. 


AFFIDAVIT 
STATE OF MICHIGAN, 
County of Wayne, ss: 

H. W. Clapsaddle being first duly sworn, deposes and says that he is a resident 
of Grosse Pointe Park, Mich., and that he is employed by General Motors Corp., 
suick-Oldsmobile-Pontiae Assembly Division, hereafter referred to as B. O. P., 
as divisional comptroller. He has been so employed since January 1, 1949. 

In this capacity he is the chief financial officer of B. O. P. and all of its 
financial documents and records are under his control and supervision. This 
includes the records and documents of B. O. P. for contract No. AF 33 (038) —18503. 
He reviewed and approved all of the data and material submitted by B. O. P. to 
the Air Force pursuant to clause 41 Revision of Prices (retroactive for first 
period) of the contract. 

In the proceedings before this committee on August 16, 1957, reference was 
made to a purchase order KDS—9328 issued by the Kansas City, Kans., plant of 
B. O. P. to the Vendo Co., Kansas City, Mo. The original purchase order was 
dated September 4, 1951, and not September 4, 1954, as might be inferred from the 
record of the testimony. It was isued by B. O. P. under contract No. AF 33(038)- 
18503 to the Vendo Co. and covered 237 fork fairing assemblies ultimately in- 
creased to 726. Initially, this purchase order was issued with the following 
provision with respect to price: “price to be determined.” 

In addition, it provided as follows: 

“Seller agrees to furnish buyer with cost statement periodically upon request 
of buyer or the Government and the prices specified herein may be revised up- 
ward or downward periodically by negotiations between buyer and seller at the 
request of either buyer or seller.” 

Subsequently it was revised to include the following provision : 

“It is understood that seller will establish tentative billing prices and will 
produce parts under this purchase order as required by buyer’s schedules and 
that seller will maintain complete and accurate cost records on this production 
in accordance with seller’s normal accounting practice. Based on current sched- 
ules, on or before October 5, 1953, seller will present certified complete cost 
statements to buyer on all items shipped as of September 20, 1953. Seller and 
buyer will then negotiate in good faith to establish firm unit prices which will 
be applicable to parts delivered and to be delivered under this purchase order. 

“Thereafter, seller agrees to furnish buyer with certified cost statements peri- 
odically upon request of buyer or the Government and the prices of the un- 
delivered articles covered by this purchase order may be revised upward or 
downward periodically by negotiation between buyer and seller at the request of 
either buyer or seller.” 

This purchase order and revisions Were submitted to and approved by the Ai! 
Force contracting officer and copies were given to the Air Force. 
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Price redetermination negotiations between B. O. P. and Vendo Co. were 
conducted in the period between June 8 and June 30, 1954. By letter dated 
July 9, 1954, Vendo Co. supplied the supporting detail for the prices discussed on 
June 30, and confirmed the tentative agreement which had been reached with 
respect to all the prices on the aforesaid purchase order. 

Under purchase order No. KDS—9328, as amended by revisions No. 1 through 
No. 14, the prices in effect at the time of these discussions were as follows: 


Quantity : Unit price Quantity—Continued Unit price 
599. 51 5 751. 31 

600. 35 751. 83 

4, 612. 21 755. 53 

752. 91 ‘ 755. 66 

741. 05 746. 02 

750. 69 7 752. 32 


Under date of August 6, 1954, B.O.P. prepared purchase order revision No. 
15 to purchase order No. KDS-9328 for issuance to Vendo Co. This revision es- 
tablished the following redetermined prices: 


Quantity: Prices Quantity—Continued Prices 
ec akeles ait $7, 196. 47 $400. 09 
al ae 507. 22 400. 97 
399. 50 404. 03 


Purchase order revision No. 15 was submitted to the Air Force contracting 
officer at the B. O. P. plant for his approval on August 6, 1954. This approval 
was evidenced in writing by the Air Force contracting officer on August 18, 
1954. Purchase order revision No. 15 was transmitted to Vendo Co. B. O. P.’s 
files do not disclose the date of transmittal. The acceptance of this purchase 
order revision and of the prices set forth thereon was acknowledged by the 
Vendo Co. on September 27, 1954. This acknowledgement finalized the agree- 
ment on the redetermined prices . 

A photostat of purchase order revision No. 15 to purchase order No. KDS—9328 
is attached hereto and made a part hereof. A photostat of this revision No. 15 
was filed with the Subcommittee for Special Investigations, Committee on Armed 
Services, House of Representatives, and was made a part of the record of the 
afternoon session of the hearing on Friday, August 16, 1957, at page 646 of the 
record. 

Che prices set forth in this revision No. 15 remained unchanged thereafter 
except for slight increases in the prices for the last 4 of the 6 quantities specified, 
due to subsequent engineering changes. 

The priced bill of material submitted to the Air Force under date of August 26, 
1954, contained a unit price of $1,507.22 for the fork fairing assembly covered 
by purchase order No. KDS—9328. This unit price was applicable not only 
to the last 46 of the airplanes delivered in the initial segment of 71 but was 
also applicable to the first 68 of the airplanes of the second segment of 228 
planes. 

H. W. CLAPSADDLE. 

Subscribed and sworn to before me this 21st day of August 1957. 


VIRGINIA H,. MILLAGE, 
Notary Public, Wayne County, Mich. 
My commission expires November 29, 1957. 


04763 —5H7T- 
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SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
ARMED SERVICES COMMITTEE, 
Thursday, August 27, 1957. 
A. F. Powers, Esa., 
Assistant General Counsel, 
General Motors Building, Detroit, Mich.: 


Re your letter August 21 and affidavit of H. W. Clapsaddle, subcommittee con- 
sidered affidavit inadequate information required for understanding by sub- 
committee of record on that subcontract purchase. Also, subcommittee desires 
complete information from General Motors concerning accuracy of General Ac- 
eounting Office report to subcommittee on August 21 record, pages 795 through 
806. As to whether or not GM agrees that General Accounting report adequately 
and completely reflects state of books and accounts as represented, request have 
qualified witnesses of your company present on Thursday, August 29 at 10 
o’clock forenoon in subcommittee room authorized to speak on aforesaid records 
and reports. Am telephoning you today. Urgent we receive your advice imme- 
diately because of prospective adjournment. 

JOHN J. COURTNEY, 
Special Counsel, Subcommittee for Special Investigations, Armed Serv- 
ices Committee. 


Detroit, MicH. 
JOHN J. COURTNEY, 
Special Counsel, House of Representatives Committee on Armed Services, 
Subcommittee for Special Investigations, Old House Office Building, 
Washington, D. C.: 


Re your telegram, my letter of August 21 and affidavit of H. W. Clapsaddle, 
impossible to review data and have qualified witnesses available in Washington 
to testify Thursday. We are analyzing General Accounting Office report, trans- 
script and available records to clarify the record on the subcontract which was 
the subject matter of the affidavit. With respect to General Accounting Office 
compilation in August 21 record, pages 795 through 806, Buick-Oldsmobile-Pontiac 
representative will be in Kansas City tomorrow to check compilation against 
books and accounts. Believe all data can be checked and report sent to you this 
week. 

A. F. Power, 
Assistant General Counsel, General Motors Corp. 


Detroit, Micu. 
JOHN J. COURTNEY, J 
Special Counsel, House of Representatives Committee on Armed Services, 
Subcommittee for Special Investigations, Old House Office Building, 
Washington, D. C.: 

Re your wire of August 27, 1957. Supplemental affidavit of H. W. Clapsaddle 
will be mailed Friday, August 30, 1957. With respect to your request for com- 
plete information concerning accuracy of General Accounting Office report to sub- 
committee on August 21, 1957, set forth on pages 795 through 806 of record, com- 
pilation of material cannot be completed until next week. In view of this your 
request for advice whether the report adequately and completely reflects the 
state of books and accounts as represented can only be answered broadly and 
generally by tomorrow, August 30. If the subcommittee desires detailed and 
accurate verification answer cannot be given until detailed audit is completed 
next week. This General Accounting Office compilation had not been checked 
against our records when we received your wire on August 27 although a copy was 
the August 21 transcript which we received August 22, 1957. Upon receipt of 
your wire 2 men were sent immediately to our Kansas City plant to commence 
the checking of this information and 4 men in Detroit were immediately assigned 
to reviewing such records as have been transferred from Kansas City to Detroit. 
Even if these men continue the verification of this information through the Labor 
Day weekend the task cannot be accomplished before Friday, September 6, 1957. 
Unless we hear from you to the contrary, I will assume that you are interested in 
detailed verification rather than the general answer which could be supplied to 
you August 30. 

With respect to your request for witnesses to appear before your committee on 
August 29 to discuss the aforesaid records, may I advise that both Mr. Gordon 








2920) sTUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 


and Mr. Mark were and are away from Detroit on their vacations. Mr. Gordon 
was called back from his vacation to assemble data and information and to be 
present before your subcommittee on August 15 and 16. Immediately after 
August 16 he resumed his vacation. Mr. Mark delayed his vacation because of 
the August 16 hearing. He too left on his vacation immediately thereafter. 

Even if these men had been in Detroit on August 27 they would not have been 
qualified to speak on the aforesaid records until the verification of the GAO 
compilation which is presently underway had been completed. 

A. F. Power, 
Assistant General Counsel, General Motors, Corp. 


SUBCOMMITTEE FOR SPECIAL INVESTIGATIONS, 
ARMED SERVICES COMMITTEE, 
Friday, August 30, 1957. 
Mr. A. F. Powers, 
Assistant General Counsel, 
General Motors Corp., Detroit, Mich.: 

Re your telegram August 29. Subcommittee desires detailed verification Gen- 
eral Accounting Office andit report in record August 21. Request that data be 
furnished in writing to me when completed. House adjourning today, subcom- 
mittee will convene especially to hear witnesses later and after staff evaluation 
of data you submit. From your wire assume data will be here about Septem- 
ber 11. 

Request you confirm exact date by letter. No witnesses needed until after 
that date. 

JOHN J. CouRTNEY, 
Special Counsel, Subcommittee for Special Investigations, 
Armed Services Committee. 





GENERAL Morors Corp., 
Detroit 2, Mich., September 10, 1957. 
Mr. JoHN J. COURTNEY, 

Special Counsel, House of Representatives Committee on Armed Services, 
Subcommittee for Special Investigations, Old House Office Building, 
Washington, D.C. 

DEAR Mr. CourTNey: In accordance with your telegram of August 27, 1957, 
there is submitted herewith the affidavit of Mr. H. W. Clapsaddle setting forth 
the results of the review by Buick-Oldsmobile-Pontiac assembly division of 
the General Accounting Office compilation submitted to your subcommittee and 
included in the stenographic transcript of the hearings of August 21. 

There is one other matter which appeared in the transcript of August 21, 
1957, which we believe requires clarification. On pages 773 through 776 of the 
transcript, the letter of August 2, 1957, from Mr. Dudley C. Sharp, Assistant 
Secretary of the Air Force, addressed to the Comptroller General of the United 
States, is set forth. Reference is made therein to the request by the Air Force 
for advice from General Motors concerning the dates when changes to purchase 
orders involved in the $1,700,000 questioned by the Comptroller General were 
approved by the Air Force or were furnished to Air Force personnel. 

For the purpose of the record, this request was set forth in the letter of 
July 26, 1957, from George W. Thompson, lieutenant colonel, United States Air 
Force, Chief, Pricing Staff Division, Deputy Director for Procurement, addressed 
to John F. Gordon, vice president, General Motors Corp. On Monday, August 
12, the letter of reply dated August 10 from Mr. Gordon was delivered personally 
to Lt. Col. George W. Thompson. 

In the August 10 reply the procedure followed with reference to purchase 
orders and purchase order revisions was detailed. A copy of this letter is at- 
tached for the records of your subcommittee. 

Ve are providing this information in view of the possible misinterpretation 
which might be given to the following statement in Assistant Secretary Sharp’s 
letter: 

“In accordance with a quite common practice, the purchase orders, which 
would indicate any revision of prices, after approval by the Air Force were 
returned to the contractor and copies were not retained.” 


Th 


7 i i ani i i 


STUDY OF AIR FORCE CONTRACT AF 33 (038)—18503 2921 


Regardless of what may have been the practice of other contractors and 
the fact that the contract did not require that a copy be delivered to the Air 
Force, except to the extent that records are subject to inspection by the Air 
Force at all reasonable times, the fact is that Buick-Oldsmobile-Pontiac assem- 
bly division made it a practice in accordance with a written procedure to de- 
liver the second, third, and fourth copies of all purchase orders over $25,000 
to the Air Force. 

Yours very truly, 
A. F. POWER, 
Assistant General Counsel. 


GENERAL Motors Corp. 
Detroit, Mich., August 10, 1957. 
Subject: Contract No. AF 33(038)—18503, General Motors Corp. (Buick-Olds- 
mobile-Pontiae assembly divisioon). 
Col. GEorGE W. THOMPSON, 
Chief, Pricing Staff Division, Deputy Director/Procurement, Headquarters, 
Air Materiel Command, Wright-Patterson Air Force Base, Ohio. 
Attention MCPPB.) 


Dear Sir: This is in reply to your letter of July 26, 1957, requesting informa- 
tion as to whether, prior to final agreement on pricing of the second segment 
of airplanes on September 11, 1954, the Air Force was in possession of data of 
any kind indicating that General Motors had commitments from suppliers for 
parts to be used for planes in the second segment at prices lower than those 
listed as estimated material cost in its proposal. We gave this information in 
our letter of October 25, 1956, to General Thurman, stating that copies of all pur- 
chase orders amounting to $25,000 or more were given to the Air Force repre- 
sentatives. Early in the F-84F program we provided that purchase order sets 
for the subject contract should be printed with copies No. 2, 3, and 4 allotted for 
the resident Air Force a Section. Our standard purchasing procedure at 
Kansas City (sec. on p. May 2, 1952) describing the preparation of purchase 

“The follow ing copies are prepared: 
“Copy No. 1 Original Vendor. 
“Copy No. 2 Audit Copy (for Resident Air Force Audit Section). 
“Copy No. 38 Audit Copy (for Resident Air Force Audit Sec tion). 
“Copy No. 4 Audit Copy (for Resident Air Force Audit Section). 
In addition, this procedure contains the following instruc tions (sec. III, p 
May 2, 1952): 
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SPECIAL REQUIREMENTS ON PUCHASE ORDERS 


(a) On orders over $25,000 Request for Approval of Expenditure Form 
KAP-526 is prepared in triplicate. These copies and a complete compara- 
tive cost breakdown of all bidders is made up and three audit copies of the 
purchase order are attached. All of these are then taken by the buyer to 
the Air Force office where signatures of the Air Force cost analyst and 
the Air Force contracting officer are obtained, approving the transaction. 

The administrative contracting officer acknowledged receipt of this procedure 
on January 2, 1953. 

We know that the instructions were carried out throughout the contract per- 
formance. Prompt delivery of all purchase orders and revisions automatically 
supplied the Air Force representatives with the information on the second 
segment material commitments before the September 1954 pricing session. 

However, even before our delivery of the copies Nos. 2, 3, and 4, any of these 
orders aggregating more than $25,000 (and most of them fell in this category) 
were submitted for approval and were approved by the local Air Force repre- 
sentatives at Kansas City as will be shown by the data requested in question (2) 
of your letter. The approvals indicate that these matters were known to Air 
Force representatives at dates ranging from August 8, 1951, to as late as August 
1954 

We have reviewed all available purchase orders covering procurement from 
our vendors of second segment quantities of parts listed in the attachment to 
your letter. The enclosed schedule sets forth the results. Purchase order 
revisions were quite numerous, but in each case we have selected the revision 
which was in effect at the time of redetermining the second segment prices. 

Your letter requentes that our reply include the same information with respect 


l 


to the particular purchase orders mentioned in the GAO report as having been 
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redetermined prior to negotiation of the 228 airplane segment, and making up the 
total alleged price difference of $1,700,000. Only one purchase order was identi- 
fied in the GAO report submitted to us. This was an order to Vendo, Inc., priced 
by us at $1,507, which is included in the attached schedule. The specific pur- 
chase orders used by the GAO in compiling the total alleged price difference of 
$1,700,000 have not been made known to us. 

With respect to the information on the schedule, we have, except as noted 
therein, located in our files and currently examined all of the purchase orders, 
revisions, and signed forms designated as “Request for Approval of Expenditure 
(Purchase Orders, Subcontracts).” In other instances parts listed by the GAO 
were ordered in quantities under $25,000, in which cases purchase orders were 
not required by the Air Force and approvals were not obtained. At one time we 
were delivering to the local Air Force representatives copies of all purchase 
orders regardless of amount; but were asked by the Air Force to discontinue 
submitting those below $25,000. This was done without correspondence and we 
are unable at this time to reestablish the dates involved. 

Air Force representatives who approved all but one of the purchase orders 
and purchase order revisions on the attached schedule were present at the 
redetermination meeting of the second segment on September 8, 9, 10, and 11, 
1954, and the third segment redetermination meeting on March 23, 24, and 25, 
1955. 

Tf we can furnish any further information of assistance to you please call 
upon us. 

Yours very truly, 
JOHN F, Gorpon, 
Vice President, General Motors Corp. 





AFFIDAVIT 
STATE OF MICHIGAN, 
County of Wayne, ss: 


H. W. Clapsaddle, being first duly sworn, deposes and says that he is and, 
throughout the periods during which the matters hereinafter occurred, was 
the Divisional Comptroller of Buick-Oldsmobile-Pontiaec Assembly Division of 
General Motors Corporation and an Assistant Comptroller of General Motors 
Corporation, with powers and duties of the Comptroller limited to the activities 
of the aforementioned Division. 

That he has caused to be reviewed and has reviewed the General Accounting 
Office Compilation incorporated in the stenographiec transcript of the Hearings 
before the Subcommittee for Special Investigations, House of Representatives 
Committee on Armed Services on August 21st and included on pages 795 through 
806 of the stenographic transcript; that he understands that the General Ac- 
counting Office Compilation was submitted to substantiate its claim of over- 
pricing in the “Estimated Material Costs” delivered by Buick-Oldsmobile-Pon- 
tiac Assembly Division to the Air Materiel Command on August 26, 1954, in 
support of its “Proposal for Redetermination of Prices of F84F Aircraft Pro- 
duced on Contract No. AF 33 (088)-—18503” dated July 15, 1954; that he under- 
stands that this Compilation, entitled “Comparison of Projected Outside Ma- 
terial Costs With Prices Known at the Time Proposal Submitted Second Seg- 
ment of 228 Planes” was based upon a review of Purchase Orders and Purchase 
Order Revisions in effect in September 1954, when contract prices were re- 
determined. 

That he further understands that in its Compilation, the General Accounting 
Office proceeded on the assumption that certain parts would have been used 
in the second segment of 228 airplanes; that based on this assumption, the 
General Accounting Office computed average prices for the parts listed; that 
using these average prices, the General Accounting Office concluded that there 
was an excess of $1,718,045.97 in the “Estimated Material Costs” submitted by 
Buick-Oldsmobile-Pontiac Assembly Division over the prices for the listed parts, 
determined as aforesaid by the General Accounting Office, from Purchase Order 
records. 

That in attempting to determine the accuracy of this Compilation, Buick- 
Oldsmobile-Pontiac Assembly Division endeavored to follow this same method 
of computation; that there were certain areas in which there was a difference 
between the unit prices and quantities selected by the General Accounting 
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Office and Buick-Oldsmobile-Pontiac Assembly Division; that this is due in part 
to a lack of knowledge by Buick-Oldsmobile-Pontiae Assembly Division of the 
complete data used by the General Accounting Office in the preparation of its 
Compilation. 

That in reviewing the purchase orders applicable to the second segment of 
928 airplanes, Puick-Oldsmobile-Pontiac Assembly Division applied the same 
method assumed to have been applied by the General Accounting Office and its 
review based on these purchase orders resulted in an excess of $1,627,901.98 as 
compared to the excess of $1,718,045.97 stated in the General Accounting Office 
Compilation; that Schedule 1 attached hereto and made a part hereof sets 
forth this comparison and the areas of difference between unit prices and quan- 
tities selected by the General Accounting Office and Buick-Oldsmobile-Pontiac 
Assembly Division referred to above. 

That, generally, subcontractor prices for parts were negotiated and established 
so that certain preproduction and startup costs were reflected in the prices for 
parts to be used for the first segment of 71 airplanes; that with respect to 
certain parts to be supplied by two or more sources, the aggregate number of 
parts which reflected these preproduction and startup costs of these sources 
exceeded the number required for the first segment of 71 airplanes; that in 
accounting for the cost of such of these parts as were furnished by one of these 
suppliers and used for the second segment of airplanes, it was deemed de- 
sirable for accounting and pricing consistency to include the preproduction and 
startup costs in the first segment—the same segment which included Buick- 
Oldsmobile-Pontiae Assembly Division’s preproduction and startup costs; that 
accordingly Buick-Oldsmobile-Pontiae Assembly Division adjusted the prices 
on the excess quantity of such parts acquired from that supplier for the second 
segment of 228 airplanes by transferring the estimated preproduction and 
startup costs to the first segment of the prime contract. 

That the foregoing applied to four of the part listed in the General Accounting 


. Otlice compilation, described as follows: 


Part No. Part Description 
ST TUE a. cin cnscisassin aiadiganstas dbcansceshsdlbudiemnsat badaeane eine liidalaaiaiea teaalieadia Flap Assembly. 
Bee a iss eons esscienenstin acini cnsemcicsnsctate aadadadal Flap Assembly. 
I cases sts nine tn lime ints dena aba eee alimmngeda Aileron. 
FE SN A ccnecavenssischsasni tet eee aa i Aileron. 


That as a result of the foregoing accounting adjustment the costs of units of 
the first segment increased and the costs of units of the second segment de- 
creased ; that in addition costs, determined on the basis of accounting records, 
vary as between the first and second segments based upon allocation of parts 
usage as between the first and second segments but this variance is of relatively 
minor importance and amounts to less than $1,000.00. 

That attached hereto and made a part hereof is Schedule 2 which compares 
the prices of the parts listed above as reflected by purchase orders and prices 
of such parts giving effect to cost adjustments referred to above as reflected by 
accounting entries on the books of Buick-Oldsmobile-Pontiac Assembly Di- 
vision: that this comparison reflects an increase in the variance determined by 
the books of account of $375,351.47 over the variance calculated on the basis of 
purchase orders as shown in Schedule 1. 

That the foregoing was reflected by accounting entries made in the books and 
records of Buick-Oldsmobile-Pontiac Assembly Division in October 1954; that 
prior thereto, and during the course of the audit of the retroactive segment, 
this proposed method of costing was disclosed by Buick-Oldsmobile-Pontiac 
Assembly Division to the representatives of the Auditor General of the Air 
Force, and that in the discussions with these representatives of the Auditor 
General of the “Estimate To Complete” which related to the retroactive seg- 
ment, Buick-Oldsmobile-Pontiaec Assembly Division submitted a Schedule en- 
titled ‘“‘Proposed Retroactive Prices,” which reflected these accounting adjust- 
ments. 

That subsequently and as a result of the completion of price redetermina- 
tions with certain subcontractors, a revised “Estimate to Complete” was 
discussed with the Auditor General’s representatives; that this revised esti- 
mate included this method of costing for these four parts; that this method 
of costing was reflected in Schedule No. 2 of the audit report entitled “State- 
ment of Outside Material Costs with Comparison to Contractor’s Estimate.” 

That in the consideration of the foregoing, Buick-Oldsmobile-Pontiac As- 
sembly Division desires to restate its position that this was not a cost reim- 
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bursement type of contract; that it was in fact a fixed price subject to price 
redetermination type of contract; and that in the price redetermination nego 
tiations the parties negotiated price and not segregated cost elements. 

That the Compilation of the General Accounting Office is directed at the 
“Estimated Material Costs” submitted by Buick-Oldsmobile-Pontiaec Assembly 
Division in support of a proposed unit price of $442,890 for the second segment 
of 228 airplanes; that this price was not the negotiated price for these air. 
planes; that the ultimate unit price negotiated was $420,000; that the facty 
with respect to the negotiation of the proposed prices and the prices ultimately 
agreed to are set forth in the letter of October 25, 1956, addressed by John F. 
Gordon to Brigadier General William T. Thurman, set forth on pages 7 
through 80 of the transcript, reading in part as follows: 

“* * * At the opening of the conference on September 8, 1954, a revised 
proposed price of $440,000.00 was submitted by the contractor. This reduced 
price reflected the elimination of certain cost which took place after the first 
proposal was submitted in July. The first three days and part of the fourth 
day of the conference were spent in reviewing and discussing the Air Force 
Audit Reports covering both Fisher Body Division and Buick-Oldsmobile-Pon- 
tiac Assembly Division, the Contracting Officer’s comments on cost and opera- 
tions, and the detailed price buildup of the proposal of the Buick-Oldsmobile 
Pontiac Assembly Division. On the fourth day, September 11, 1954, the Air 
Force submitted its first counter proposal on price. There then followed an 
exchange of suggested prices and a final determination and agreement on the 
price of $420,000.00 per plane. This represented an aggregate reduction 
through negotiation of approximately $4,560.00 in the price of the second seg- 
ment of 228 planes from the price proposed by the contractor at the commence 
ment of negotiations.” 

H. W. CLAPSADDLE. 

Subscribed and sworn to before me this 10th day of September 1957. 


VIRGINIA H. MILLAGE, 
Notary Public, Wayne County, Michigan. 


My commission expires November 29, 1957. 


WASHINGTON, D. C., October 14, 1957. 
Hon. F. Enywarp HEBERT, 
Chairman, Special Investigations Subcommittee, 
Committee on Armed Services, House of Representatives. 


Dear Mr. CHAIRMAN: Reference is made to your letter of July 19, 1957, and the 
hearings on our report to Congress on Air Force contract AF33 (038)—-18503 with 
General Motors Co., Buick-Oldsmobile-Pontiae assembly division, Kansas City, 
Kans. We have been advised informally that at this time you have no plans 
for holding further hearings this year. 

You will recall that some of the matters raised by our examination of this 
eontract involved legal questions which are properly for consideration by the 
Department of Justice. With this in mind and in order to fully discharge our 
responsibilities with regard to protecting the Government’s interest, we have 
formally referred the matter to the Department of Justice. 

In order that you may be fully apprised of the current status of this matter 
within the General Accounting Office, we are enclosing a copy of our letter to 
the Attorney General formally transmitting this matter for his consideration. 

Sincerely yours, 
FRANK H. WEITZEL, 
{cting Comptroller General of the United States. 


WaAsttIneton, D. C., October 14, 1957. 
The honorable the ATTORNEY GENERAL. 

Dear Mr. ATTORNEY GENERAL: There is transmitted herewith for appropriate 
action a claim against the Buick-Oldsmobile-Pontiae assembly division of Gen- 
eral Motors Corp. arising out of misrepresentations made by it to the Air Force 
in connection with the pricing of F—84F airplanes under contract No. AF33(038)- 
18508. 
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Two copies of our audit report to the Congress on our review of this contract 
are enclosed. The facts relating to the misrepresentation involved are set forth 
at pages 5-7 of the report, indicating an overstatement of $1,700,000 by the con- 
tractor. Two photostatie copies of the contractor’s price proposal and supple- 
ment thereto are enclosed. Hearings on the report have been held by the 
Subcommittee on Special Investigations of the House Armed Services Committee, 
and we understand further hearings may be held after Congress returns. A 
transcript of the complete hearings to date is enclosed. There are also enclosed 
9 copies of the reply dated August 2, 1957, which we received from the Air Force 
jn response to our inquiry of July 8, 1957 (appendix D to our report). Also, with 
reference to questions 4 and 5 of our inquiry, there is enclosed 1 copy of an 
affidavit and other information furnished to the subcommittee by General Motor’s 
letter dated September 10, 1957, wherein General Motors advises that there was 
an additional overstatement of $375,000, bringing the total amount to some 
$2 million. The testimony of Mr. B. D. Leofburrow, the chief price negotiator 
for the Air Force, gives more detailed support for the statements made in para- 
graph 6 of the Air Force letter of August 2, 1957. 

On the basis of the above-mentioned information, it is our belief that there 
was a misrepresentation of material facts to the Air Force, that the Air Force 
officials negotiating the prices of the first and second segments of airplanes relied 
upon such misrepresentations, and that the Government was damaged thereby, 
presumptively in the amount of $2 million, raising a question of recovery for 
civil fraud. You may also wish to consider the possibility of criminal liability 
on the part of the contractor or its employees. 

The Renegotiation Board has been furnished copies of our audit report and 
has been following the hearings. We understand that the Board now has under 
consideration the profits made by General Motors during 1955, and has expressed 
interest in the $2 million in question. 

We will be glad to consult with representatives of your Department and to 
furnish any additional information we have in the matter. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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BUICK-OLDSMOBILE-PONTIAC ASSEMBLY DIVISION 


GENERAL MOTORS CORPORATION 


COMPARISON OF DIFFERENCES BETWEEN PRICES AS USED IN COST ESTIMATE 
SUPPORTING BOP PRICE PROPOSAL OF JULY 15, 195% AND AVERAGE PRICES 
FOR THE 228 PLANES OF THE SECOND SEGMENT AS COMPUTED BY GAO 


Name and 


Number of Part 


Forging Spar 
37W 21111-11F 


Forging Spar 
37W 21111-1l2Fr 


Forging Spar 
37W 21112-11F 


Forging Spar 
37W 21112-12F 


Flap Assembly 
37W 25000-11 


Pylon 
37W 79300-501 


Pylon 
37W 79300-502 


Aileron 
37TW 26001-501 


Supplier 


Bohn 


Bohn 


Lennox 
Beech 


Acton 
Liquid Carbonic 


Acton 
Liquid Carbonic 


Lennox 
Servel 
Beech 


AND BY BOP - CONTRACT NO. AF 


038) -1850 


SCHEDULE 1 


cege_) 


GAO Tabulation 
of Prices Incorporated in Transcript 
of Hearings Before the Committee on 


Purchase Order & Revision Used b Armed Services August 21, 1957 
GAO BOP Quantities Prices Total 


R-26 


R-26 


R-17 


R-17 


(L) 


(L) 


(L) 
R-7 
(s) 
R-2 
(B) 
R-13 


11929 
12-7-53 


11929 
12-7-53 


11930 
12-8-53 


11930 
12-68-53 


23801 
5-28-54 


46601 
7-8-54 


64132 
6-9-54 


23800 
5-26-54 
46852 
3-5-54 
46602 
7-9-54 


R-28 


R-28 


R-19 


(A) 
R-13 
(L) 


(A) 
R-13 
(L) 


(L) 
R-7 
(B) 
R-13 


11929 
3-15-54 


11929 
3-15-54 


11930 
3-25-54 


11.930 
3-25-54 


23801 
5-28-54 


46601 
7-86-54 


16926 
7-26-54 
64132 
6-9-54 


16926 
1-26-54 
64132 
6-9-54 


23800 
5-28-54 
46602 
7-9-54 


14 1,810.00 25, 340.0 

80 1,540.00 123,200.0 

134 1, 323.00 177 , 282.0 

it ne. 2 T.t29.00 — 29. ——Ja5 Bae 70 
14 1,810.00 25, 340.0 

6G 1,540.00 101,640.0 

148 1, 323.00 195, 804.0 

~ fe 15. » 104.0 
29 1,080.00 31, 320.0 

82 950.00 TT, 900.0 

. > . ) 

27 1,080.00 29,160.0 

108 950.00 102, 600.0 

(1) 15 3,863.23 57, 948.4 
(B 10 3,741.10 37, 411.0 
(B) 5 1,496.79 483.9 
(L 72 1,354.42 97,518.2 
(B 50 911.28 45, 564.0 
(B)_ _76 TFL ee 
2 3 . , + 

166 2,410.00 400 ,060.0 


, . ? * 





Difference Between Prices 
As Used in Cost 


Price Used in Estimate Supporting BOP Price 
anscript BOP Tabulation Material Cost Estimate Proposal of July 15, 1954 
ttee on of Prices as Celculated in Checking Supporting BOP Price And Aver Prices 
1957 GAO Tabulation to Purchase Orders —Proposel of July 13, 1954 As Computed As Computed 
Total Quantities Prices Total ae Tota By GAO By BOP 
25, 340.00 14 1,810.00 25, 340.00 
123,200.00 80 1,540.00 123,200.00 
177, 282.09 134 1, 323.00 177, 262.00 
25, 340.00 1h 1,810.00 25, 340.00 
101,640.00 66 1,540.00 101,640.00 
195,804.00 148 1, 323.00 195 , 804.00 
qa 000 02-~*”é“‘C”~”~C ALS TO~*«S ee, TO I,500.05 ~ 351,150.00 ~ "25,336.00 ~~ “25,336.00 
31, 320.09 ak 1,080.00 25,920.00 
TT,900.00 82 950.00 TT ,900.00 
81,081.00 122 200 84 , 546.00 
195, 301.0) 220 a TEE 366.00 " a 950000 10,000.00 ~  26,200,00  o6,290,00 
(Note A) 
29,160.00 27 1,080.00 29,160.00 
102,600.00 108 950.00 102,600.00 
64 449.00 3 -00 64 449.00 
19C°205-05 yi »209. 950.00 ~ 216,000.00 20,301.00 0, 301-00 
57,948.45 (1) 18 3,863.23 69,538.14 
37,411.00 L) 72 1,354.42 97,518.24 
7,483.95 tt 10 3,741.10 37,411.00 
97,518.2%  (B) 5 1,496.79 7,483.95 
45,564.00 (B) 50 911.28 45 , 564.00 
ee 1.50 eis a7 50 
99106 ot oe 311, 352.53 1,496.79 341,200.12 39,292.46 ae 
A} 
400,060.00 (A 166 2,410.00 400,060.00 
200 (ty 62 925.00 glad -00 
» 410. »000. Ast ~ Op4l0.00 ~ 580,080.00 ~ 90,070.00 ~  O0,070.00 
400,060.00 A 166 2,410.00 400,060.00 
5 50.00 L 62 2 «00 7 00 
SBD 0 2 006. 410.00 BRIO. OST. OTT. 
120,479.00 (1) 27 4,819.16 130,117.32 
20,046.96 th 166 * 1,358.24 225 , 467.8% 
oes hte (B) 7 4,974. 32 34 820.2% 


0.86 9,15%.30 
1.31 


» 467.84 B 5 1,8 
sts ‘8 4 Lp ; 2.98013 
p019ee 2 1,053.73 9,459.03 1,530.06 GIT, 53.08 12, 357-5 
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COMPARISON OF DIFFERENCES BETWEEN PRICES AS USED IN COST ESTIMATE 
SUPPORTING BOP PRICE PROPOSAL OF JULY 15, 195% AND AVERAGE PRICES 


FOR THE 226 PLANES OF THE SECOND SEGMENT AS COMPUTED BY GAO 


AND BY BOP - CONTRACT NO. AF 33(038)~-18503 


Name and 
Number of Part 


Aileron 
37W 26001-502 


vies ace ass 


Forging S 
37W 5-12F 


Door Assembly 
3TF 10130-500 


Canopy 
37F 18100-500 


Windshield 
3TF 18200-500 


Turtledeck 
37F 18300-500 


Fairing 
37W 43070-1 


GAO Tabulation 
of Prices Incorporated in Transcri; 
of Hearings Before the Committee o: 


Purchase Order & Revision Used Arwed Services August 21, 195 
—Suppiier = ..GAO  ___ BOP s« Quantities Prices =e 
ae a i es oe 


Lennox (L) 
Servel R-7 
Beech (s) 
R-2 
(B) 
R-13 
Bohn 
R-15 
Wyman (B) 
Servel R-15 
Bohn 
Vendo 
R-13 
Libbey-Owens-Ford 
R-1l 
Libbey-Owens-Ford 
R-10 
Libbey-Owens-Ford 
R-1l 
Vendo 
R-15 


23600 
5-26-54 
46852 
3-554 
46602 
7-9-54 


11873 
12-7-53 


11873 
12-7-53 


9T27 
8-6-5h 


16569 
5-13-54 


9328 
8-6-5454 


R-16 


(B) 
R-16 
(W) 
R-10 
(s) 


R-13 


R-l1 


R-l1 





23800 
5-26-54 
46602. 
7-9-54 
3 
3-15-54 
3 5 
3-15-54 1 
50 
6-16-53 9 
33921 16 
12-29-52 
9727 58 1,475.25 85,564. 
8-6-54 32 410.54 13,137. 
1 412.4 15. 
16570 72 2,602.84 187, 40h. 
5-14-54 1 2,243.4 
,’ . , . 
16564 Th 1,967.02 145,559. 
5-13-54 1 1 : 41. 
16569 Th 3,919.90 290 , O72. 
5-13-54 1 " akg. 
9328 68 1,507.22 102,490 
8-6-54 98 399.50 39,152. 
13 400.09 5,201. 
49 000.7 19,647 


Difference Between Prices 
As Used in Cost 
Price Used in Estimate Supporting BOP Price 
o Transcript BOP Tabulation Material Cost Estimate Proposal of July 15, 195% 


ommittee on of Prices as Calculated in Checking Supporting BOP Price And Aver Prices 
el, L967 GAO Tabulation to Purchase Orders Proposal of July 15, 195% As Computed As Computed 


Quantities Prices Total O ta By GAO By BOP 





14,922.96 
106,021.52 (lL) 26 h, 819.26 134,936.42 
20,046.96 (L) 166 1, 358.2% 225 467 Be 
9,154.30 (B) 6 4, 974.32 29,845.92 
225,467.84  (B) 5 1,830.86 9,154.30 
1 (B) 23 2,301.31 29,930.13 
y 236 e208 1,083.05 G25, 530.07 ~ 1,890.9 ~“SIT, THUS ~~“ [lL 855-37 7098. 
(Note A) 
GB, G26. 00 
180, T3900 
~~ 5O,00L. Te 
145,559.48 Th 1,967.02 145,559.48 
41.68 1 1 ‘ 292,741.68 
Secure ee : » Gees y 301. “WT, O6T.0e ~ GhU,G8.56 ~~ 10,175.05 ~— 16,175. 
290,072.60 74 3,919.90 290,072.60 
ou e2e 1 7 ok eee 
Ree 7 ar re Boo SST 3,919.00 ~ OO5,T31-0) ~ 35,415.30 ~  SopRld- 99 
102,490.96 68 1,507.22 102,490.96 
39,151.00 98 399.50 39,151.00 
5,201.17 13 400.09 5,201.17 
7 


29,607 -53 y ors 29,647.53 
, « . , . 1, 07.20 343,046.16 177, 155-90 Jae) 


’ 





COMPARISON OF DIFFERENCES BETWEEN PRICES AS USED IN COST ESTIMATE Page 3 
SUPPORTING BOP PRICE PROPOSAL OF JULY 15, 1954 AND AVERAGE PRICES 
FOR THE 228 PLANES OF THE SECOND SEGMENT AS COMPUTED BY GAO 
AND BY BOP - CONTRACT NO. AF 038)-18 


GAO Tabulation 
of Prices Incorporated in Transcr‘ 
of Hearings Before the Committee « 


Name and Purchase Order & Revision Used B Arned Services A t 21, 1954 
Number of Part Supplier GAO BOP Quantities Prices Total 


Fairing Vendo 9329 9329 68 1,507.22 102,490. 
37w 43070-2 R-15 8-6-54 R-15 6-6-54 98 399.50 39,151. 
13 400.09 5,201. 
a3 400.97 19,641. 
- , ‘ 
PA Support Acton (A) 11836 (A) 11838 190 50.00 9,500. 
30F 81650 United R=-2 2-29-52 R-2 229-52 59.00 2,242. 
(U) 56690 . » (he. 
2-17-54 
Pressure Reducing Valve Kiddie (w) 48396 (K) 7353 166 65.00 10,790. 
30F 38997 West inghouse R-5 5-20-54 R-5 4-20-53 62 32-30 2,449. 
(870564) (w) 48396 ° ? 
R-5 5-20-54 
Rod Assembly Bonner (L) 62345 (B) 20164 1140 97.00 110,580. 
30F 73023-5 Liberty 5-25-54 R-3 8-9-54 — 33 —s- ep 
(6 per plane) (L) 62345 . 2,038 
5-25-54 
Switch Asseab1l Ma llo 51567 51567 166 64.60 10,723 
30F 62k51-3 : = 2-18-54 R-1 3-3-54 62 58.50 627. 
19316 . , 
R-2 68-5-53 
Flap Asseubly Lennox (L) 23601 (L) 23602 (L) 10 3,863.23 38,632 
25000- Beech R-6 5-28-54 R-6 5-26-54  (B) 15 3,741.10 56,126 
— io (B) 46601 (B) 46601 i a Ae jean 
R-1 ~2-54 R-1 -2-54 L : | 
I Pees tt 50 : 911.28 45,564 
B 737.50 56,050 
, ° ’ 
g 
- 266.46 1,865 
; Hinge Asseably Stainless Steel (ss) 18853 (ss) 18853 (ss) 7 , 
5; ¥ H) 5007 R-5 11-3-53 (ss) 11 104.44 1,148 
- ae ee Ae arden (H) 50073 (H) 210 87.40 18, 354 
i R-5 T-T-54 
- ae. eye A eee 
: 
: Chicago Cot A) 53929 (aA) 53929 (cc) 646 130.41 110, 326 
j lockbolt Assesbly Se OL eee a re 87.17 13,075 
(6 per plane) Aircooled (cc) 8316 A 72 75-00 272,900 


R-6 8-4 -54 . »30e 





Difference Between Prices 
As Used in Cost 
: Price Used in Estimate Supporting BOP Price 
\n Transcript BOP Tabulation Material Cost Estimate Proposal of July 15, 1954 


‘ommittee on of Prices as Calculated in Checking Supporting BOP Price And Ave Prices 
21, 195% GAO Tabulation to Purchase Orders Proposal of July 4 1954 “ie Coapitel ompu “As Computed 
Total Quantities Prices Total a By GAO By BOP 


102,490.96 68 1,507.22 102,490.96 
39,151.00 98 399.50 39,151.00 
5,201.17 13 400.09 5,201.17 
1268753 "2 w0-7I 1264753 
, 7 . > °. 1,507.c2 343, 046-16 ITT, 155-50 177, 155-50 
9,500.00 (A) 190 50.00 9,500.00 
2,242.00 (vu 59.00 2,242.00 


10,790.00 (K) 166 65. 10,790.00 
00 


00 
2 4g. wW 62 9.50 2,449.00 


110,580.00 (B) 1153 97.00 111,841.00 
11,058.00 (L) 215 48.50 10 50 
(Note A) 
10,723.60 166 64.60 10,723.60 
uaCCT 00 62 aoe aut -00 
, . . , . =) 1s, 725.0 370.20 370.00 
38,632.30 (L) 12 3,863.23 b€ . 358.76 
7,483.95 (B) 16 3,741.20 59,857.60 
97,518.24  (B) 5 1,496.79 7,483.95 
Menon (B) 50 ae ea 
-00 (B) 1 73I: 53,837.50 
301, 304.909 1,302.3 310,620.05 1,496.79 341,200.12 39,903.13 30, 048.07 
(Note a) 
1,865.20 (ss) 7 266.46 1,865.20 
1,148.84 (ss) 12 10%. bb 1,148.84 
18,354.00 (BH) 56 87.40 4,894.40 
(H) 154 88.10 apo Tse 
21, 300.04 . > . Lis 4G 2b ,09e+ 30 G, Tou.co G610.65 
(Note A) 
110,326.86 (cc) 8h6 130.41 110, 326.86 
13,075.50 (Cc) 150 203.79 30,567.75 


27,900.00 72 5.00 27, 900.00 
st 08-3 As 135-35 1 TT LSB  ~TISMOS.BS OT, OHSS FBS. 


, 
(Note a) 
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COMPARISON OF DIFFERENCES BETWEEN PRICES AS USED IN COST ESTIMATE 
SUPPORTING BOP PRICE PROPOSAL OF JULY 15, 195% AND AVERAGE PRICES 
FOR THE 228 PLANES OF THE SECOND SEGMENT AS COMPUTED BY GAO 


AND BY BOP - CONTRACT NO. AF 33(038) -18503 


Name and 
Number of Part 


Compressor 


37F 38731-1 


Door Assembly 
37F 42071-5001 


Door Assembly 
37F 42071-502 


Fuel Cell Assembly 
37F 65101-11 


Fuel Cell Assembly 
37F 65103-2 


Pants Duct 
37F 68010-4 


Tail Pipe 
37P 67125-500 
(Changed to 
37P 67193-509) 


Stick Control 


Supplier GAO BOP 
Kiddie 45037 45037 
R-4 5-28-54 R-4& = 5-28-54 
Vendo 7372 7372 
R-ll 8-6-54 R-1l 8-6-54 
Vendo 7372 7372 
R-l1l 8-6-54 R-l1l 8-6-5% 
Goodyear 36907 36507 
R-3  3-2-5h R-5 7-26-54 
Goodyear 43408 43408 
R-2 3-1-5454 R-2 3-11-54 
United Machine 25961 25961 
R-ll 6-25-54 R-l1l 6-25-54 
Vendo 11529 11529 
R-10 8-6-54 R-10 8-6-54 
Chicago Coin (ASF) 59723 (cc) 12623 
Anchor Slide Fastener 5-21-54 R-10 4-20-54 
(ASF) 59723 
R-l 7-8-54 
Coleman (MP) 51731 (c) 18805 
Micro-Precision R-3 5-17-54 R-12 10-14-53 
(MP) 51731 
R-4+ 6-20-54 


Purchase Order & Revision Used By 


GAO Tabulation 
of Prices Incorporated in Transcr! 
‘f Hearings Before the Committee < 


Armed services August 21, Ly>/ 
Quantities Prices Total 


166 1,140.00 189, 240. 
62 1,018.00 Spans: 
83 415.49 34,485. 
8 3-22 7,016. 

oe . . ; >t 
83 415.49 34,485. 
96 - 181.85 13,617 
fi ate 7,016 

137 893.70 122,436 
91 3.00 76, 258 

107 601.70 64, 362 
121 70.00 68,970 
173 1,363.91 235,956 
33 TT5.00 25,575 


22 842.01 18, 52k 


75 1,345.01 100, 875 
104 547.50 56,940 
ag 611.81 mle 
28 350.21 9,805 
138 351.88 48,559 
62 184, 11,441 
Doo ° ’ 
(Cc) 166 51.73 8, 587 


MP 62 26.27 62€ 


n 
in Transcript 
Committee on 


2l, Ly? 
otal — 
—_— 
189, 240.00 
C9826 00 
34,485.67 
13,617.60 


7,016. = 
34,485.67 


13,617.60 
7,016.32 


122,436.90 
76, 258.00 


55, 555.0 


BOP Tabulation 


of Prices as Calculated in Checking 
GAU Yabulation to Purchase Orders 
ta 
a 
189, 240. 00 
63,116.00 


62 1,018.00 ¥ 
’ , , . 


Quanti ies 


166 


83 
96 


83 
96 


150 


107 


Prices 


1,140.00 


415.49 
141.85 


415.49 
141.85 


893.70 


601.70 


1, 363.91 
775.00 


34, 485.67 
13,617.60 
7,026. 32 


49 set , ; 
ae et , ye 


SS ’ 485 Oo 


13,617.60 


ag Site [2016.32 


134,055.00 
65, 364.00 


78 wee ty 


22 842.01 vi 
, ° . ; Jp 


75 1,345.01 100,875.75 

104 547.50 56,940.00 

4 611.81 8. 
(oc 28 350.21 9, 805.88 
(cc) 138 351.88 48,559.44 
ASF) 62 184, 82 11,458. 22 
(Cc) 166 51.73 8, $87.18 
MP 62 4 


26, 


ar 
ae 


Price VUseed in 
Material Cost Betimate 
Supporting BOP Price 


Proposal of Ju 5 


nit 


SS 


1954 


—S— 


Difference Between Prices 
Ae Vseed ia Coat 
Betimate Supporting BOP Price 

Propoeal of July 15, 1954 


And Average Prices 
@ Compute 8 Compute 


By GAO 


~—ay er. 


LOS OSS a |_| 


RIS. UF 


Ee 


(Note A) 


mm. FS Sy 


10 ; iOS. 15 
(Note A) 


; + Je 





COMPARISON OF DIFFERENCES BETWEEN PRICES AS USED IN COST ESTIMATE Page 5 
SUPPORTING BOP PRICE PROPOSAL OF JULY 15, 1954 AND AVERAGE PRICES 
FOR THE 228 PLANES OF THE SECOND SEGMENT AS COMPUTED BY GAO 


AND BY BOP - CONTRACT NO. AF _33(038)~-18503 


GAO Tabulation 
of Prices Incorporated 1.: Transcri 
of Heariugs Before the Committee < 





Name and Purchase Order & Revision Used By Armed Services August 21, 1957 
Number of Part Supplier GAO BOP Quantities __ Prices Total 
Lock Assembly JOA (JAR) 62068 (JOA) 16746 (JOA) 33 39.01 1,28" 
37F 18508-3 Jarvis 5-12-54 R-18 6-29-54 (JOA) 347 39-51 13, 70 
(2 per plane) (JAR) 62068 
RR NN To ae a ie 
50 . 97, 
Lock Assembly JOA (JAR) 62069 (JAR) 62069 (JOA) 362 34.20 12, 36 
37F 18509-3 Jarvis 5-12-54 R-l 7-7-54 (10a) 18 33.70 60 
(2 per plane) (JOA) 16747 
R-16 2-18-54 JAR) ‘(6 28.50 2,16 
5 33. iD 
Tube Assembly Illinois (H&E) 48260 (I) 16942 (I) 190 45.10 8,56 
37F 15541-1 H&E R-3 5-24-54 R-9 3-22-54 HRE 8 32.6 1,24 
(H&E) 48260 ; ; 
R-3 5-24-54 
PA Handle 37F 18640-3 JOA (rT) 51568 (tT) 51568 (J) 143 53.70 7,67 
Tammany R-3 5-26-54 R-& 8-9-54 T 85 26.0 2,21 
(J) 40612 . , 
R-6 7-30-54 
Hub Assembly Premier (mM) 59729 (mM) 59729 (P) 166 42k . 50 70, be 
37F 32010-501 Mech. Development 5-11-54 Rel 8-16-54 M 62 245.00 15,1 
(P) 16982 . 2°. 
R-10 6-14-54 
Arm Assembly Coleman (MP) 512732 (MP) 51732 (c) 16 51.73 8, 5 
* 37F 18412-1 Micro-Precision R-3 5-17-54 R-4 8-20-54 MP 62 26. 1, 6% 
. (c) 18804 . , 
3 R-ll 9-15-53 
> Bell Crank Champion 48063 48063 166 41.92 6,9) 
# 37F 32051-1 R-l 2-27-54 R-2 7-27-54 62 46 2,3 
- 12429 of 9, 
‘ R-4 9-8-53 
: Bell Crank Champion 48064 48064 166 41.92 6,9 


37F 32051-3 R-l 2-27-54 R-2 7-27-54 62 reed a3 
12430 ; ’ 


R-4 = 9-3-53 





n 

i.. Transcript 
Sommittee on 
t 21, 1957 


—trotal 
—ret 


1,287.33 
13,709.97 


gee 
12, 380.40 


606.60 


2,166.00 


15,153.00 


BOP Tabulation 
of Prices as Calculated in Checkiius 
GAO Tabulation to Purchase Orders 


Quantities Prices Total 
—=_ 
(JOA) 33 39.01 1,287.33 
(JOA) 347 39.51 13,709.97 
(JOA) 30 50.31 1,509.15 
JAR) 4G 36 50 1,771.00 
(JOA) 362 34.20 12, 380.40 
(70A) 18 33.70 606.60 
(JOA) 30 46.76 1,402.65 
(JAR) 46 2-90 Ua pu 
(I, 190 45.10 8,569.00 
H&E 2. 1,242.22 
(J) 153 53.70 8,216.10 
(T) ie 5:05 1992.25 
tr 108 hk , 50 48,006.00 
(P 58 446.59 25, 897.00 
M 62 245.00 15,190.00 
(c) 166 51.73 8,587.18 
(MP) 62 26.27 LceT 
> , >. 
166 41.92 6,958.72 
62 46 2,322.52 
> , > 
166 41.92 6,958.72 
2 


Price Used in 
Material Cost Estimate 
Supporting BOP Price 


Proposal of July 15, 1954 
Unit Total 
ee eae lk ee 


Difference Between Prices 
As Used in Cost 
Estimate Supporting BOP Price 

Proposal of July 15, 1954 


And Average Prices 
As Computed As Computed 
an GAO By BOP 


(Note A) 


(Note 3) 


4 oe <n 
(Note A) 


(Note A) 





COMPARISON OF DIFFERENCES BETWEEN PRICES AS USED IN COST ESTIMATE Page 6 
SUPPORTING BOP PRICE PROPOSAL OF JULY 15, 1954 AND AVERAGE PRICES 
FOR THE 226 PLANES OF THE SECOND SEGMENT AS COMPUTED BY GAO 


AND BY BOP - CONTRACT NO. AF 33(038) -18503 


GAO Tabulation 
of Prices Incorporated in Transcri 
of Hearings Before the Committee « 


Name and Purchase Order & Revision Used B Armed Services August 21, 1957 
Number of Part Supplier GAO BOP uantities Prices Total 
ieee neta apa anes, cette tga Ritmastpeiy * talents Maiti initnata ern 


Aileron Torque Shaft Champion 48066 48066 166 97-47 16, 18 
37F 32060-503 R-l 2-27-54 R-L 2-27-54 62 89.86 5,57. 
12428 ~ >. a | | eee | et : 
R-9 3-30-54 
Aileron Torque Shaft Champion 48065 48065 166 97-47 16, 18 
37F 32060-505 Rel 9 3=25-54 R-1 3-25-54 62 89.86 5,57. 
12427 —— 57... ae ee 
R-7 9=-3-53 
Rod Assembly Champion 48077 48077 166 43.97 7,29 
37F 32071-1 R-1L 2-27-54 R-2 8-24-54 62 36.91 2,26 
11979 Dou 42.05 9,58 
R-8 = 9= 3-53 
Rod Assembly Champion 48067 48067 332 36.40 12,08 
3TF 32073-1 R-2 4-2-54 R=3 8-24-54 124 32.72 4 ,05' 
(2 per plane) 11980 456 35.40 16, Ly 
R=5 9-3-53 
Fuel Cell Assembly Goodyear 7270 7270 13 286.50 3,72 
37W 65203-1 R-6 3-2-54 R-9 = 7=27-54 153 242.70 37,13 
2D 37. > 
Fuel Cell Assembly Goodyear 7271 7271 13 286 .50 3,72 
37W 65203-2 R-6 —- 333-54 R-9 7-27-54 153 242.70 37,13 
62 215.00 13233 
31 , 
« Radio Deck Cover Basson (R) 55949 (R) 59949 179 329.00 55,93 
$  3TF 16107-500 Russell R-3 5-24-54 R-5 7-21-54 
= Brunswick (BR) 55632 (BR) 55632 
z R-2 5-354 R-4 7-21-54 
é (Rk) 67080 19 302 «43 5,74 


8-23-54 39 246 .48 9,61 
220 312.67 71,20 


94763 O -57 (Fac 


Valve Whittaker (H) 48908 (H) 37343 (w) 464 40.00 18,57 


37? 38783 Hydra-Power 7-24-53 42-53 (H) 446 26-00 _ ris 64 
(4 per plane) (W) 37135 33-12 30, 


R-3 1-7-5 





i 
Ln Transcript 
rommittee on 


» 21, 1957 
Total 
—_— 


3,724.50 
37,133.10 


13, oo 
> 7. 


95 9930-00 


BOP Tabulation 
of Prices as Calculated in Checking 
GAO Tabulation to Purchase Orders 


Quantities ces 
—_ 
166 97.47 16,180.02 
62 89.86 ean 
. a fPi- 
166 97.47 16,180.02 
62 89.86 a 
166 43.97 7,299.02 
62 36.91 2,288.42 
226 42 205 5; 507 4G 
332 36.40 12,084 .80 
124 32.72 4,057.28 
456 35.40 16, 140.00 
13 286.50 3,724.50 
153 242.70 37,133.10 
62 215.00 13, 330-00 
5 
13 286.50 3,724.50 
153 242.70 37,133.10 
62 215.00 1 32930-00 
(R) 18 345.47 6,218.46 
(R) 65 302.43 19,657.95 
(BR) 4oO 246.48 9,859.20 
(R) 30 340.61 10,218.30 
(R) 75 302.43 22,682.25 
200 301.04 65,630.16 
(Ww) 464 4O 18,560.00 


200 
(H) 448 26.00 11,648.00 
Le - 7 


Difference Between Prices 
As Used in Cost 
Estimate Supporting BOP Price 

Proposal of July 15, 1954 


Supporting BOP Price And Ave Prices 
Proposal of July 2 1954 As Computed As Computed 
nit By GAO BOP 


Price Used in 
Material Cost Estimate 


toe 10,025.16 “37.72 CST 
~~ BWS.70 55, 335-00 S~*~*~«~CS WO —C:«i ALO 
———BhE-75 55,355.00 S~*~C~«wCS OD ST SO 
~~ 329200 5,012.00 5, 723-1 eat 





Name and 
Number of Part 


Clamp Assembly 
37F 42043-1 


Lock Assembly 
3TF 68070-5 


Lock Assembly 
37F 68070-6 


Support Assembly 
37F 72006-1 


Erector Head 
37F T7110 






Fuel Cell Assembly 
37W 65205-1 


Puel Cell Assembly 
3TW 65205-2 


94763 © -57 (Face p. 2924) No.7 


Fuel Cell Assembly 
37W 65427-1 


Supplier _ 


Coleman 
Columbia Axle 


Jarvis 
Monument 
Fisher 


Jarvis 
Monument 
Fisher 


Coleman 
Columbia Axle 


Zoomar 
Zenith 


Goodyear 


Goodyear 


Goodyear 


Purchase Order & Revision Used By 


COMPARISON OF DIFFERENCES BETWEEN PRICES AS USED IN COST ESTIMATE 
SUPPORTING BOP PRICE PROPOSAL OF JULY 15, 1954 AND AVERAGE PRICES 
FOR THE 228 PLANES OF THE SECOND SEGMENT AS COMPUTED BY GAO 


AND BY BOP - CONTRACT NO. AF 33(038) -18503 


GAO BOP 
(CA) 61073 (CA) 61073 
ba1b-54 4-14-54 
(COL) 18806 
R<4 9-15-53 
(mM) 53878 (M) 53878 
R-3 4-27-54 R-& = 8-23-54 
(J) 53879 (J) 53879 
R-2 7-12-54 R-3 7-12-54 
(F) 48305 
R- 7-22-54 
(M) 53878 (M) 53878 
R=-3 4-27-54 R-4& 8-23-54 
(J) 53879 (J) 53879 
R-2 7-12-54 R-2 7-12-54 
(F) 48305 
R-6 7-22-54 
(ca) 61072 (cA) 61072 
nl =5 bo1k-54 
(COL) 18807 
R-6 9-15-53 
(ZEN) 62372 (ZOO) 15576 
5-27-54 R-6 5-22-53 
(ZEN) 62372 
5-27-54 
7274 7274 
R-6 3-33-54 R-9 7-27-54 
7275 7275 
R-6 = 33-2-54 R-9 7-27-54 
33673 33673 
R-3 3-2-5 R-6 = 7-26-54 


GAO Tabulation 
of Prices Incorporated in Transcriy 
of Hearings Before the Committee or 


Araedi Services August 21, 1957 
Quantities Prices _ Total 
——e 


(COL) 166 122.33 20, 306. 
CA 62 75 2,278. 
. 979) 
(J) 65 195.00 12,675. 
(J) 22 150.00 3, 300. 
M 141 199.25 28,094 
° Lh, 065 
(J) 66 195.00 12,870 
(J) < 150.00 3,750 
M 137 199.25 27,297 
ot a 
(COL) 166 235.72 39,129 
CA 62 84 .66 5,248 
e , 
(z00) 166 302.95 50,289 
(ZEN) 62 158.00 Te 
° , 
153 256.66 39,268 
75 204.00 15, 300 
° , 
153 256.66 39,268 
75 204 .00 15, 300 
. a» 
153 362.70 55,493 


75 290.00 21,750 
200 3305.79 17,243 


n Transcript 
ommittee on 


21, 1957 
Total 

et 
20, 306.78 


2,278.50 


225 585 7O0 
12,675 .00 
3,300.00 


28,094.25 


— Th; 065.25 


12,870.00 


3,750.00 
27,297.25 
43,911.05 
39,129.52 

5,248.92 

, e+ 
50,289.70 
peo 
, > 
39,268.98 
te 
¥ . 
39,268.98 
aa aa 
Ja» . 
55,493.10 


21,750.00 


BOP Tabulation 
of Prices as Calculated in Checking 
GAO Tabulation to Purchase Orders 


Quantities Prices tal 

(COL) 166 122.33 20, 306.78 
(COL) 5 177.11 885.55 
CA 57 275 2,094.75 

0 > y 3y >. 
(J) 65 195 .06 12,675.00 
(J) 22 150.00 3, 200.00 
(M) 39 199.25 7,710.75 
(J) 89 255.045 13,835.05 
(F 13 108.24 1,407.12 
ep ee 
J) 25 150.00 3,750.00 
(J) 66 195 .06 12,870.00 
(M) 39 199.25 7,770-75 
(J) 85 155.45 13,213.25 
F L: 108.24 1,407.12 
Se 
(COL) 166 235.72 . 39,129.52 
(COL) 5 361.53 1,807.65 
(CA) 57 84.66 4 825.62 

—' > , > 
(200) 166 302.95 50,289.70 
ZEN) 62 158.00 9,796.00 
Eg te 
153 256 .66 39,268.98 
62 204.00 12,648.00 
13 git 9 4 O47 55 

de ’ > 
62 204 .00 12,648.00 
13 pt 4,047.55 

. 9 . 
45 290.00 13,050.00 
178 »560.60 


Price Used in 
Material Cost Estimate 
Supporting BOP Price 


Proposal of July 15, 1954 
Unit Tota 
. ah ae ee 


21,091.04 


Difference Between Prices 
As Used in Cost 
Estimate Supporting BOP Price 

Proposal of July 1b, 1954 
And Average Prices 
As Computed As Computed 


By GAO By BOP 
© 


5, 305-90 L7G0G.16 


(Note A) 
15,585.03 20.006. 3 
(Note A) 
5,13 ° 3 20,043.10 
(Note A) 
5, 305+ 4e ’ . 
(Note A) 


(Note A) 
3,040.90 ]r223-F7? 
(ote A) 
5 G50.00 7.0.59 


‘Note A ) 





COMPARISON OF DIFFERENCES BETWEEN PRICES AS USED IN COST ESTIMATE Page 8 
SUPPORTING BOP PRICE PROPOSAL OF JULY 15, 1954 AND AVERAGE PRICES 
FOR THE 228 PLANES OF THE SECOND SEGMENT AS COMPUTED BY GAO 
AND BY BOP - CONTRACT NO. AF 038) -1850 


GAO Tabulation 
of Prices Incorporated in Transcr: 
of Hearings Before the Committee < 


Name and Purchase Order & Revision Used By Armed Services August 21, 1957 
Number of Part Supplier GA Quantities Prices TotaL 
“ee SO ae ay 





Control Assembly Johnson (sMT) 57963 (J) 57822 
37F 34111-1 Shakespeare 3-29-54 R-2 7-14-54 
(Changed to Special Machine Tool (J) 59763 58 231.41 13,42 
37F 34111-3-7-9 R-2 6849-54 
(SH) 5%701 170 154.00 26,18 
R-3 6-3-54 . , 
Actuator 37F 37965 Airborne (A) %5299 (A) 45299 35 295.40 10,33 
Fisher aa 9,22-53 2 9222-53 
A 393 F 592 187 263.75 49, 32 
R-& 4-26-54 R-l 8-27-53 6 e508 at 
. ’ 
Valve 37F 3876 Bendix 9377 9377 166 163.75 27,1£ 
R-& =10-27-52  R-5-—s 1-29-53 62 193. 12,01 
21682 9 ae —5, 10 
R-6 7-12-54 
Door Assembly Vendo 9330 9330 TT 690.46 53,16 
37W 43003-1 R-1l 8-6-54 R-1l1 8-6- 102 217.50 22, 16 
2 219.36 2.0 
Door Assembly Vendo 9331 9332 TI 690.46 53,1 
37W 43003-2 R-1l 8-6-5h R-11 8-6-54 102 217.50 22, 18 
2 et 10,7 
. os”. 
Reservoir 37F 44501-1 Kenyon 50164 50146 4O 134.40 5,3 
R-3 4-2-54 R-3 4-2-54 188 «40 16 
~ Pire Seal 37P 61152-1 Vendo 11528 n 228 50.00 u,k 
R-7 8-6-5% R-7 8-6-54 
NOTE A 


The units and unit pz 

in the BOP tabulation are bas 

were in effect at the time o! 

( i : 4 Costs" and applicable to the 
() pantentos sed. ¢ $ unable to ascertain the basi: 


yfe 5 
[a5 units, unit priccs and vendo! 


94763 O -57 (Face p. 2924) 





oO 

in Transcript 
Committee on 
t 21, 1957 


BOP Tabulation 
of Prices as Calculated in Checking 
GAO Tabulation to Purchase orders 






——trotal ~~... Gosatitics ces 
ae? a BEERS SHES 
(sH) 58 231.41 13,421.78 
13,421.78 ( 154.00 9,548.00 
195.28 2,929.20 
26,180.00 195.28 18,161.04 


35, 001. 78 


10,339.00 tf 50 298.35 14,917.50 

F 27 313.10 8,453.70 
49,321.25 (A) 145 263.75 38,243.75 
1 i 00 & 6 266. a * 

, * . , e 
27,182.50 166 163.75 27,182.50 
12,011.26 62 193-13 12,011.26 
53,165.42 TT 690.46 53,165.42 
22,185.00 102 217.50 22,185.00 
Ore 4 at 36 10, Tee 

>, . . , . 
53,165.42 TT 690.46 53,165.42 
22,185.00 102 217.50 22,185.00 
10. T-& 4 219. 36 10,748.64 

, . . , . 

5, 376.00 50 134.40 6,720.00 
+20 we P00 16,001.28 

, e . , e 

11,400.00 228 50.00 11,400.00 


nd unit prices used in developing the average price 
On are based upon firm purchase order prices which 

he time of the preparation of the "Estimated Material 
le to the second segment of 228 airplanes. BOP is 
the basis for the selection by the GAO of different 
and vendors. 


Price Used in 
Material Cost Estimate 
Supporting BOP Price 


Proposal of July 1L>, 1954 
Unit ta 
pis le $c a oe i oe 


147.70 33,675.60 


TOTALS 


Agree 
Disagree 


GAO In &xcess of BOP 


Difference Between Prices 
As Used in Cost 
Estimate Supporting BOP Price 

Proposal of July 15, 1954 
And Ave Prices 
A» Computeu AS Cowputeu 


By GAO By BOP 


(Rote A) 


(Hote A) 


~ thysenebe Py Seem 


~~ By etesOo yO3e6 
(Note A) 
22,275.60 22,275.60 
$1,715, 045.97 $1,627, 262.93 


Summar 
$1,426,392.39 $1,426,392.39 
291,653.58 201, 90959 


FLT, 71 


$1,027 FO. 36 


$ #,143.9: 





BUICK-OLDSMOBILE-PONTIAC ASSEMBLY DIVISION 
GENERAL MOTORS CORPORATION SCHEDULE 2 


EFFECT OF COST ADJUSTMENT ON THE DIFFERENCE 
BETWEEN PICES AS USED IN COST ESTIMATE SUPPORT- 
| ING BOP PRICE PROPOSAL OF JULY 15, 1954 


AND AVERAGE PRICES (PER SCHEDULE 1) ; 


BOP Tabulation 


of Prices as Calculated in Checking of Pri 
GAO Tabulation to Purchase Orders GAO Te 
Name and ; From Schedule 1 Givi 
Number of Part Supplier Quantities ices To Quantities 
—_—_—_—_—_ Sia — SS eee eee oe Le ee 
Flap Assembly Lennox (L) 18 3,863.23 69,538.14 (L) 28 
37W 25000-11 Beech (L) 72 1, 354.42 97,518.26 (B) 5 
(B) 10 3,741.10 37,411.00 (L) 72 
(B) 5 1,496.79 7,483.95 (B) 50 
(B) 50 911.28 80-8 (B) 73 
B 73 737.50 5 7.50 
9 309.5 311,352.53 200 
Flap Assembly Lennox (L) 12 3,863.23 46, 358.76 
(B) 16 3,741.10 59,857.60 (B) 5 
(B) 5 1,496.79 7,483.95 (L) 72 
(B) 50 911.28 45,564.00 (B) 50 
B 7 737.50 53,837.50 B 74 
’ 3 310,620. 
Aileron Lennox (L) 27 4,819.16 130,117.32 
37W 26001-501 Beech (L) 166 1, 358.24 225,467.84 th 33 
(B) 7 4,974.32 34,820.24 (B 5 
(B) 5 1,830.86 9,154.30 (L) . 
(B) 2 eee Seite ae (B) 2 
t ° , + 
# Atileron Lennox (L) 28 4,819.16 134,936.48 
; 37W 26001-502 Beech (L) 166 1,358.24 225 , 467.84 (L) 34 
: (B) 6 4,974. 32 29,845.92 (B) > 
. (B) 2 1,830 9,154.30 L) 166 
; B 2 L, 301.31 930.1 B 2 
. Total Variance due to Adjustments not included in GAO Compilation .. ee ee ee ee oe oe 
: Total Variance as Computed by BOP (From Schedule 1) * ee oe eé oe ee ee 


TOTAL VARIANCE 





BOP Tabulation 
of Prices as Calculated in Checking 
GAO Tabulation to Purchase Orders 
Giving Effect to Cost Adjustment 


maantities ces ta 
+) 28 1,354.42 37,923.76 
3) 5 1,496.79 7,483.95 
.) 72 1,354.42 97,518.26 
3) 50 911.28 45,564.00 
3) 73 737.50 53,837.50 
> ° ’ ° 
4) 27 1, 354 -42 36, 569. 5 
3) 5 1,496.79 7,483.95 
) 72 1,354.42 97,518.24 
3) 50 911.28 45,564.00 
3) 74 131-50 eh1373-00 
’ . , > 
. 33 1,358.26 44,821.92 
3 5 1,830.86 9,154.30 
.) 166 1,358.24 225 , 467.84 
‘ 24 1,301.31 1,231.44 
, . , > 3 
.) 34 1, 358.24 46,180.16 
3) 5 1,830.86 9,154.30 
; 2 1,301.31 29,930.1 


Variance 


69,025 . 38 


68,909.52 


118,814.33 


118,602.24 
375 5351.47 


1,627, 901.98 
$2,003, 253.45 
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Name of Supplier 


(Subcontractor) 
VENDO 


LENNOX 
BEECH 


LENNOX 
BEECH 


LENNOX 
BEECH 


LENNOX 
BEECH 


ACTON 
LIQUID 


ACTON 
LIQUID 


SCHEDULE OF SELECTED PARTS INCLUDED IN 
CONTRACTOR*S ESTIMATE OF MATERIAL COSTS 


FOR THE SECOND SEGMENT OF AIRPLANES 
UNDER CONTRACT AF 33(038)-18503 


Designer's 


Part 
Number 


37F 10130-500 


37 
37 
37F 


43070-1 
4 3070-2 
42071-501 


37F 42071-502 


37F 
37 
37 
37P 


37W 
37 


37 
37 


37W 
37 


67193-509 
4 3003-1 
4 3003-2 
61151-1 


21111-11F 
21111-12F 
21112-11F 
21112-12F 
22045 -1iF 
22045 -12F 


25000-11 
25000-11 


25000-12 
25000-12 


26001-501 
26001-501 


26001 -502 
26001 -§02 


79300-501 
79300-501 


79300 -502 
79300 -502 


Name of Part 


Access Door 
Fairing Assembly 
Fairing Assembly 
Door Assembly 

Door Assembly 

Tail Pipe Assembly 
Door Assembly 

Door Assembly 

Fire Seal 


Spar Forging 
Spar Forging 
Spar Forging 
Spar Forging 
Spar Forging 
Spar Forging 


Flap Assembly 
Flap Assembly 


Flap Assembly 
Flap Assembly 


Aileron Assembly 
Aileron Assembly 


Aileron Assembly 
Aileron Assembly 


Pylon Assembly 
Pylon Assembly 


Pylon Assembly 
Pylon Assembly 





Page 1 


Number of 


Original 


Order 


9727 
9328 
9329 
7372 
73T2 
11529 
9330 
9331 
11528 


11929 
11929 
11930 
11930 
11873 
11873 


23801 
46601 


23801 
46601 


23800 
46602 


23800 
46602 
16926 
64132 


16926 
64132 


chas 


Last Revision 
Issued to Original 
Purchase Order Prior 
to Price Redetermination 


Meet of t. 8-11, 1954 


-13 
-15 
-15 
-1l 
-ll 
-10 
-1l 
-ll 
- 7 


-28 
-28 
-19 
-19 
-16 
-16 


- 6 
-12 


- 6 
-12 


-7 
-13 


-7 
-13 


-13 
Original 


-13 
Original 








ued to Supplier 


ler 


Date of 


Date 
Received 


Revision 


al 


Recommended by 
AF Cost Analyst- 


P 


or 
Original 


Purcha 


‘ior 


By 


nation 


Cc 


rce 
8- 8-54 
8- 9-54 
8- 9-5 
8- 9-54 
8- 9-54 
8- 9-54 
8- 9-54 
8- 9-54 
8- 9-54 


r 


r 


1, 1954 


BE2BRB2E2ER 
EEE 
Rte eeeume 
Gel ah a) ed Ga) Cad tad dd 


67a 6.3 2:32) .2 _»® . 


S32 3ESB3 333 


8- 6-54 
8- 6-54 
8- 6-54 
8- 6-54 
8- 6-54 
8- 6-54 
8- 6-54 
8- 6-54 
8- 6-54 


3-16-54 
h- 1-56 
4- 1-5h 
3-16-54 
3-16-54 


* 
7 
“" 


be 


6-18-54 
7-28-54 
6-18-54 


H. D. Goebel 
H. D. Goebel 


M. E. Richmond 


W. L. Hadley 


6- 3-54 
7-12-54 


5 -28-54 
7T- 8-54 
5-28-54 
7- 8-54 
5-28-54 
T- 9-54 


7-28-54 
6-18-54 


H. D. Goebel 
H. D. Goebel 


M. E. Richmond 


W. L. Hadley 


6- 3-54 
7-12-54 


7-28-54 


H. D. Goebel 
H. D. Goebel 


M. E. Richmond 
W. L. Hadley 


6- 3-5 
7-12-5 


6-18-54 
7-28-54 


H. D. Goebel 


H. D. Goetel 


M. E. Richmond 


W. L. Hadley 


6- 3-54 
7-12-54 


5-28-54 
T- 9-54 


8- 4-54 


H. D. Goebel 
Approval Sheet Not Located 


W. L. Hadley 


7-28-54 


7-26-54 
6- 9-54 





B- 4-54 


H. D. Goedel 
Approval Sheet Not Located 


W. L. Hadley 


7-28-54 


- 9-54 


{== 





Name of Supplier 


(Subcontractor) _ 
LIBBEY 


De 


37F 
37F 
37F 


37F 
37F 
37W 
37W 
37W 
37W 
37W 
37F 
37F 
37F 
37F 
37F 
37F 
37F 
37F 
37F 
37F 
37F 
37F 


37F 
37F 
37F 


37F 
37F 


37F 
37F 


3TF 
37F 


SCHEDULE OF SELECTED PARTS INCLUDED IN 
CONTRACTOR'S ESTIMATE OF MATERIAL COSTS 
FOR THE SECOND SEGMENT OF AIRPLANES 


UNDER CONTRACT AF 33(038)-18503 


signer's 
Part 
Number 


18100-500 
18200-500 
18300-500 


65101-11 
65103-2 
65203-1 
65203-2 
65205-1 
65205-2 
65427-1 
32051-1 
32051-1 
32051-3 
32051-3 
32060-503 
32060-503 
32060-505 
32060-505 
32071-1 
32071-1 
32073-1 
32073-1 


16107 -500 
16107 -500 
16107-500 


38783 
38783 


42043 -1 
4204 3-1 


72006-1 
72006-1 


Name of Part 


Canopy Assembly 
Windshield Assembly 
Turtledeck Assembly 


Fuel Cell Assembly 
Fuel Cell Assembly 
Fuel Cell Assembly 
Fuel Cell Assembly 
Fuel Cell Assembly 
Fuel Cell Assembly 
Fuel Cell Assembly 
Bell Crank 

Bell Crank 

Bell Crank 

Bell Crank 

Shaft 

Shaft 

Shaft 

Shaft 

Rod Assembly (2 each) 
Rod Assembly (2 at 
Rod Assembly (2 each 
Rod Assembly (2 each) 


Radio Deck Cover 
Radio Deck Cover 
Radio Deck Cover 


Valve (4 = 
Valve (4 each 


Clamp Assembly 
Clamp Assembly 


Support Assembly 
Support Assembly 


Page 2 


Number of 


Original 


Order 


16570 
16564 
16569 


36907 
43408 

7270 

7271 

7274 

7275 
33673 
12429 
48063 
12430 
48064 
12428 
48066 
12427 
48065 
11979 
48077 
11980 
48067 


53877 
55632 
55949 


37135 
37343 


18806 
61073 


18807 
61072 


Purchase Order Issued 


Last Revision 
Issued to Original 
Purchase Order Prior 
to Price Redetermination 


Meeting of Sept. 8-11, 1954 


=i} 
-10 
“ll 


“5 
“5 
-8 
-8 
-8 
-8 
“5 
-4 
-2 
“4 
-2 
-9 
-1 
-8 
“1 
-8 
-1 
-5 
-2 


3 
“4 
-2 


~3 
Original 


-4 
Original 


-6 
Original 








: 


der Issued to Supplier 





Date of Air Force Approvals 

al Revision Date Indorsement 

ior or Received Recommended by of Approval 

nation Original by AF Cost Analyst- by AF Date 

1, 1954 Purchase Order Air Force Purchase Inspector Contracti ficer Approved 
5-14-54 No Date Stamp W. L. Hadley H. D. Goebel 5-28-54 
5-13-54 No Date Stamp W. L. Hadley H. D. Goebel 5-28-54 
5-13-54 5-18-54 M. E. Richmond H. D. Goebel 6-17-54 
7-26-54 7-29-54 W. L. Hadley H. D. Goebel 7-29-54 
7-27-54 7-30-54 W. L. Hadley H. D. Goebel 7-30-54 
6-23-54 10-22-53 M. E. Richmond H. D. Goebel 10-22-53 
6-22-54 10-22-53 M. E. Richmond H. D. Goebel 10-22-53 
6-22-54 10-22-53 M. E. Richmond H. D. Goebel 10-22-53 
6-23-54 10-22-53 M. E. Richmond H. D. Goebel 10-22-53 
6-23-54 3- 5-54 W. L. Hadley H. D. Goebel 3- 5-54 
9- 3-53 No Date Stamp W. L. Hadley M. E. Richmond 9-10-53 
7-27-54 9-11-53 W. L. Hadley M. E. Richmond 9-15-53 
9- 3-53 No Date Stamp W. L. Hadley M. E. Richmond 9-10-53 
7-27-54 9-11-53 W. L. Hadley M. E. Richmond 9-15-53 
3-30-54 3-31-54 W. L. Hadley H. D. Goebel 3-31-54 
2-27-54 3- 2-54 W. L. Hadley H. D. Goebel 3- 2-54 
12- 4-53 9- 4-53 W. L. Hadley M. E. Richmond 9-10-53 
3-25-54 3-31-54 W. L. Hadley H. D. Goebel 3-31-54 
9- 3-53 9- 4-53 W. L. Hadley M. E. Richmond 9-10-53 
2-27-54 9-25-53 W. L. Hadley M. E. Richmond 9-25-53 
9- 3-53 9- 4-53 W. L. Hadley M. E. Richmond 9-10-53 
k- 2-54 k- 5-54 W. L. Hadley H. D. Goebel 4- 6-54 
6-21-54 Approval Sheet Not Located 
7-21-54 Approval Sheet Not Located 
7-21-54 7-22-54 W. L. Hadley H. D. Goebel 7-23-54 
l- 7-54 No Approval - Total Value Under $25,000 
4- 2-53 No Approval - Total\ Value Under $25,000 
9-15-53 9-29-53 W. L. Hadley M. E. Richmond 9-29-53 
4e1h-54 No Approval - Total Value Under $25,000 
9-15-53 9-29-53 W. L. Hadley M. E. Richmond 9-29-53 
4-14-54 4-22-54 W. L. Hadley H. D. Goebel 4-22-54 
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Namé of Supplier 


(Subcontractor) 


JARVIS 
MONUMENT 


JARVIS 
MONUMENT 


ZOOMAR 
ZENITH 


SHAKES PEAR 


SPECIAL MACHINE TOOL 


AIRBORNE 


BENDIX 


KENYON 


COLEMAN 
MICRO-PRECISION 


COLEMAN 
MICRO-PRECIS ION 


JOA 
TAMMANY 


PREMIER 


MECHANICAL DEVELOPMENT 


SCHEDULE OF SELECTED PARTS INCLUDED IN 
CONTRACTOR'S ESTIMATE OF MATERIAL COSTS 


FOR THE SECOND SEGMENT OF AIRPLANES 


De 


UNDER 


signer's 
Part 


Number 


37F 
37F 


37F 
37F 


37F 
31F 


37F 
37F 


3TF 


37F 
3TF 
3TF 
37F 


3TF 
37F 


3TF 


31F 
371F 


37F 
37F 


37F 
31F 


37F 


37F 


68070-5 
68070-5 


68070-6 
68070-6 


T7110 
T7110 


34111-3 
3111-3 


34111-3 


37965 
37965 
37965 
37965 


38760-1 
38760-1 


4501-1 


18412-1 
18412-1 


18412-2 
18412-2 


18640-3 
18640-3 


32010-501 


32010-501 


AF 038 )-1850 


Name of Part 


Lock Assembly 
Lock Assembly 


Lock Assembly 
Lock Assembly 


Erector Head 
Erector Head 


Control Assembly 
Control Assembly 


Control Assembly 


Actuator 
Actuator 
Actuator 
Actuator 


Valve 
Valve 


Reservior Assembly 


Arm Assembly 
Arm Assembly 


Arm Assembly 
Arm Assembly 


Handle Assembly 
Handle Assembly 


Hub Assembly 


Hub Assembly 
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Purchase Order I 


Last Revision 


Number of 
Original 


Order _ 


53879 
53878 


53879 
53878 


15576 
62372 


18857 
54701 


67369 


43321 
48395 
45299 
48393 


9377 
21682 


50146 
18804 
51732 


18805 
51731 


%50612 
51568 


16982 
57729 


Issued to Original 
Purchase Order Prior 
to Price Redeterminat 


Meeting of Sept. 8-11 


-2 
-3 
-2 
-3 


4 
Original 


5 
J 


Original 


-11 


se Order Issued to Supplier 


vision 

) Original 
irder Prior or 
determination 


pt. 8-11, 1954 
7-12-54 
) 4-27-54 


7-12-54 
4-27-54 


) 9-22-53 
nal 5-27-54 


Date of 


} l- 7-54 
6- 3-54 


nal 8-25-54 
1l- 6-53 
11-30-53 


9-22-53 
) 8-18-54 


10-27-52 
) 7-12-54 
b- 2-54 


1 9-15-53 
8-20-54 


2 10-14-53 
8-20-54 


7-30-54 
3 8- 9-5 





Revision 


Original 
Purchase Order 


Date 
Received 
By 
Air Force 


7-13-54 
4-30-54 


7-13-54 
4-30-5s 


No Date Stamp 
5-28-54 


1- 8-54 
6- 4-5h 


9-22-53 
427-5) 


No Date Stamp 
7-13-54 


12-22-53 


9-29-53 
12-23-53 
No Date Stamp 


Records Could 
Not be Located 
Records Could 
Not be Located 


viata ities, TE AIIINIINRG TO ia! 


Indorsement 
Recommended by of Approval 
AF Cost Analyst- by AF 
Purchase Inspector Contracting Officer 
M. E. Richmond H. D. Goebel 
W. L. Hadley H. D. Goebel 
M. E. Richmond H. D. Goebel 
W. L. Hadley H. D. Goebel 
M. E. Richmond H. D. Goebel 
W. L. Hadley H. D. Goebel 
W. L. Hadley H. D. Goebel 
M. E. Richmond H. D. Goebel 
No Approval - Total Value Under $25,000 
No Approval - Total Value Under $25,000 
No Approval - Total Value Under $25,000 
M. E. Richmond H. D. Goebel 
W. L. Hadley H. D. Goebel 
M. E. Richmond H. D. Goebel 
W. L. Hadley H. D. Goebel 
W. L. Hadley H. D. Goebel 
W. L. Hadley M. E. Richmond 
No Approval - Total Value Under $25,000 
W. L. Hadley M. E. Richmond 
No Approval - Total Value Under $25,000 
W. L. Hadley H. D. Goebel 
No Approvel - Total Value Under $25,000 


Date 


Approved 


7-21-54 
5- 3-54 


7-21-54 
5- 3-5h 


4-27-53 
6- 1-54 


1- 8-54 
6- 9-54 


9-23-53 
4-28-54 


2- 2-53 
7-14-54 


12-22-53 


9-29-53 
12-24-53 


7-31-53 
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Name of Supplier 


(Subcontractor) 


UNITED MACHINE 


CHICAGO COIN 
ANCHOR SLIDE FASTENER 


WALTER KIDDE 


WALTER KIDDE 
WESTINGHOUSE 


ACTON 
UNITED MACHINE 


BOSTER 
LIBERTY 


STAINLESS STEEL 
HUSSMAN 


CHICAGO COIN 
AIRCOOLED 
REPUBLIC 





SCHEDULE OF SELECTED PARTS INCLUDED IN 
CONTRACTOR'S ESTIMATE OF MATERIAL COSTS 
FOR THE SECOND SEGMENT OF AIRPLANES 
UNDER CONTRACT AF 33(038)-18503 


Designer's 

Part 

Number Name of Part 
37F 68010-4 Pants Duct 
37F 34020-500 Stick Control 
37F 34020-500 Stick Control 
37F 38731-1 Air Compressor 
30F 38997 Valve 
30F 38997 Valve 
30F 81650 P.A. Support 
30F 81650 P.A. Support 
30F 73023-5 Adapter te each) 
30F 73023-5 Adapter (6 each) 


37F 10190-500 Hinge Assembly 
37F 10190-500 Hinge Assembly 


30F 73602-3 Lockbolt Assembly (6 each 


30F 73602-3 Lockbolt Assembly (6 eet 
30F 73602-3 Lockbolt Assembly (6 each 
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Number of 
Original 


Order _ 


25961 


12623 
59723 


7363 


7353 
48396 


11838 
56690 
20164 
62345 


16853 
90073 


8316 
53929 
31908 


Purc Orde 

Last Revision 
Issued to Original 
Purchase Order Prio1 
to Price Redeterminat 


Meeting of Sept. 8-11, 
“ll 


-10 
“1 


Original 


5 

7 

-l 
Original 


“= 
Original 


“5 
“> 


-6 
-1 


chage Order Issued to Supplier 


evision Date of Air Force Approvals 

o Original Revision Date Indorsement 

Order Prior or Received Recommended by of Approval 

edetermination Original by AF Cost Analyst- by AF Date 

ept. 8-11, 1954 Purchase Order Air Force j|§ Purchase Inspector Contracting Officer _ Approved _ 

11 6-25-54 6-29-54 M. E. Richmond H. D. Goebel T- 2-54 

10 4-20-54 4-21-54 W. L. Hadley H. D. Goebel 4-21-54 

1 7- 8-54 T- 9-54 W. L. Hadley H. D. Goebel 7-12-54 

inal 7-31-51 No Date Stamp E. W. Martin J. Schoenberg 8-13-51 

5 4-20-53 No Approval - Total Value Under $25,000 

5 5-20-54 5-21-54 W. L. Hadley M. E. Richmond 5-21-54 

1 2-29-52 No Approval - Total Value Under $25,000 

inal 2-17-54 No Approval - Total Value Under $25,000 

3 8- 9-54 8-10-54 W. L. Hadley M. E. Richmond 8-11-54 

inal 5-25-54 5-28-54 W. L. Hadley H. D. Goedel 6- 1-54 

5 ll- 3-53 No Date Stamp W. L. Hadley H. D. Goebel ll- 5-53 

5 T- 7-54 7-12-54 W. L. Hadley H. D. Goebel 7-12-54 

6 8- 4-54 2- &-5h M. E. Richmond H. D. Goebel 2-16-54 

1 6- 4-5h No Date Stamp W. L. Hadley H. D. Goebel 2-12-54 
- Records Could 


Not be Located 





